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CORRIGENDUM 


Please note the following corrections to be 
made to the transcipt of the hearing of the Royal 
Commission on Taxation, which took place in Ottawa, 
Ontario, on the 7th day of October, 1963. 


FI ae I ee, Oe 


Page 3724 3rd Line For "Section 23a" read "Section 834". 


Page 3727 Lines 19 For “people who are" read 


and 20 "properties which are", 
Page 3729 Line 26 For "industries" read "expenses", 
Page 3732 Line 22 The sentence "I think the other 


companies follow generally the 
practice of our company, which 

is to charge exploration and. 
dryhole costs to capital productiv 
oil costs," should read as follows: 
"T think the other companies follo 
the practice of our Company, which 
is to charge exploration and dry 
hole costs to expense and to cap- 
italize productive well costs." 


Page 3733 Line 26 For "purchasing" read producing“, 
Line 28 Read “it would start to lose 
depletion", 


Page 3734 Line 28 For "less 33/34 of tax" read 
"Jess 33-1/3% tax". 


Page 3735 Line 2 For "33/33" read "331/36", 


Page 3735 Line 19 
Page 3736 Line 11 


) 
) 
Page Line 24 ) 
Line 25 ) 
Line 30 ) 
Page 3737 Line 21) For "growth" read "gross", 
Line 23 ) 
Line 24 ) 
1 
Page 3738 LIne 13 
Page 3752 Line 1) 
Line 9) 
Page 3755 Line 12 For "I think a move of that kind 


certainly did take to all members 

of the industry how they spent thejr 
money," read " I think a move of that 
kind would certainly dictate to al 
members of the industry how they spent 
their money". 
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---UPON COMMENCING AT 9:30 A.M. 
THE CHAIRMAN: Mr. Secretary, I think we can 
commence. 
THE SECRETARY: Mr. Chairman and Commissioners, 
the brief before you this morning is being presented 
by the Electronic Industries Association of Canada. Mr. 
David Knapp and his associates are here this morning 
to speak to the brief. Mr. Knapp is president. He 
wishes to make a few opening remarks and introduce his 
colleagues. 
I would like to enter this brief into the 
record as Exhibit 260. 
---EXHIBIT NO. 260: Brief of the Electronic 
Industries Association o 
Canada. 
SUBMISSION OF 
ELECTRONIC INDUSTRIES ASSOCIATION OF CANADA 
Appearances: Mr. David Knapp 
r, D. , MHarrs 


Mr. E. L. Gardner 

Mr. J. R. Dunn 

Mr. Cowan Harris 

THE CHAIRMAN: Thank you Mr. Secretary. Good 

morning Mr. Knapp and gentlemen. We are glad to see 
you indeed. We have read your submission with interest, 
and I would present to you the Commissioners whose names 
are all here and I would be grateful if you, on your 
part, would introduce your associates to us. We would 
like to address questions to you but before we do so, 


we would be glad to hear anything you care to say to 


us. 
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MR. KNAPP: Mr. Chairman, and members of the 
Royal Commission on Taxation. Before I make my remarks, 
I would like to introduce the representatives of our 
Agsociation here to-day. On my immediate right is Mr. 
E. L. Gardner, Chairman of our Government Acts and 
Regulations Committee and Operating Vice-President, 

RCA Victor Company Limited, Montreal. 
| On my far right Mr. Cowan Harris who is General 
Manager of our ASsociation. 

On my immediate left is Mr. D. C. Marrs, Chairma 
of our Receiver Division, Vice-President, Consumer Products 
Division, Canadian Westinghouse Company Limited, in 
Hamilton. 

On my far left Mr. J. R. Dunn, Chairman, Elect- 
ronic Tube Section, Manager, Rexdale and Dufferin Tube 
Plants, Canadian General Electric Company Ltd., Toronto. 

These men are prepared to answer questions 
which you gentlemen might have after my resumé. 

Our industry association is a non-profit trade 
association representing over one hundred manufacturers 
of radio, television, electronic equipment, and parts 
employing almost twenty thousand people and accounting 
for approximately five hundred million dollars of our 
gross national product. I do not think I have to 
elaborate on what electronics means today, the world 
over, in terms of potential growth and as a basic and 
necessary segment to any dynamic country's well-being. 
It will have a profound effect on every nations ultimate 
position in a competitive world. Each day it becomes 


more apparent that this industry is a necessary and 
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ren 


1 integrated part of every industrial nation and will de- 

2] termine whether that nation will be a leader or a followe 
3 Gentlemen and lady, I cannot emphasize strongly 
4 enough that tax laws and policy will play a key and 

5 possibly a deciding role as to whether Canada continues 

6 to have an electronics industry. The Tax environment in 
7|| which we are required to operate will dictate, to a great 
8 extent, whether our industry can continue to operate and 
g| indeed exist both at home and abroad in competition with 
10| foreign goods. It is no small task, and I might add, 

11 discouraging for a young and growing industry to be 

12] saddled with the taxes which take three or four times mor 
13) of it's dollars than the industry itself is able to 

14| retain - dollars which are desperately needed for ex- 

15 pansion, research, development, and incentive. And 

16 it is a bitter pill that some of these taxes are actually 
17 subsidizing our foreign competition. 

18 Our Association's brief is confined to those 

19 tax problems largely peculiar to the electronics industry 
20|| We have submitted recommendations, and in some instances, 
21 alternatives, which are summarized and detailed in the 

22 brief and it's appendices. We are concerned with two mai 
23 topics namely: 

24 1. The Excise Tax Act 

25 2. The Income Tax Act 
26 Our Brief makes recommendations concerned with: 
27 1. The removal of the temporary excise tax (temporary 

28 twenty-three years ago in the words of the then Minister 
29 of Finance) on our industry consumer products - products 


30] which directly compete for the consumer dollar with 
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others from whom the burden of excise tax has been re- 
moved for years. 
2. The removal of excise tax on replacement electron 
and cathode ray tubes used to maintain equipment which 
was originally subject to excise tax. 
3. The removal of excise tax on electron tubes used in 
non-excise taxable products. This tax very adequately 
helps to increase the price of the Canadian made product 
which must compete with the non-excise tax imported 
product. 
4, The adjustment of sales and excise tax on imported 
parts. Isn't it ironical that sometimes the Canadian 
manufacturer must pay taxes that nearly exceed the total 
landed cost of an import? Competition of this type is 
nob aust Gifficu ky. 1 
5. The adjustment of taxes on specially branded consumer 
goods, domestic or imported, so that they carry their 
fair share of the tax load in relation to identical 
merchandise not in this specially branded category. 
6. The removal of taxes on advertising credited to a 
purchaser as part of the original purchase price. 
7. The removal of taxes on vendor financing charges so 
that such charges be given the same non-taxable status 
as other financing charges. 
8. Finally - the continuation of a liberalized tax 
incentive program to encourage exports. 

Gentlemen and Lady, our Association brief 
discusses these problems and recommendations in detail. 
We are grateful for the opportunity to present our views 


to the Royal Commission on Taxation. For this hearing 
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we thank you. 

May I now suggest that you direct your questions 
to Mr. E. L. Gardner, Chairman of our Taxation Committee, 
in the original instance. He will attempt to answer 
directly or will request one of our Association repres- 


entatives to do so. Thank you. 


THE CHAIRMAN: Thank you Mr. Knapp. You 
address yourself to two of thetax laws, consumer taxes 
comprising sales taxes and excise taxes and also income 
taxes. I would suggest that we deal with the first of 
these until we get through with that, and then go on 
to income taxes after. 

Before I come to the brief, I think I might 
see that we all know all about your Association. You 
indicate that it represents 100 members and those, 
of course, would be the large well-known manufacturers 
of consumer products, T.V., radio sets and tubes. 
Beyond that I would think there are a number of manufact- 
urers of special equipment essentially for defence 
purposes?! 

MR. KNAPP: Our membership, Mr. Chairman, is 

the consumer products you speak of and also there are a 
number of members who do special defence work and of 
course the majority of the membership is made up of 
the parts manufacturers who make the small parts that 
go into the finished goods. 

THE CHAIRMAN: I notice that you say that those 
people must be kept in business until required for 
emergency or use in space projects, I suppose, by the 


sale of consumer products. Do the same people generally 
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deal in both? 
MR. KNAPP: There are some of our manufacturers 
sir that deal in both. 
THE CHAIRMAN: There are a lot that do not, 
I imagine? 
MR. KNAPP: Yes sir. There are some that 
are isolated in one area or the other. 
THE CHAIRMAN: Unless there is anything else, 


we will come to sales taxes. 
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THE CHAIRMAN: I observe your statement to 
the effect that: "It is discouraging for a young and 
growing industry to be saddled with 
the taxes which take three or four 
times more of its dollars than the 
industry itself is able to retain." 
when you say that you combine income tax and sales 
and excise tax I assume. 

MR.KNAPP: Yes, sir. 

THE CHAIRMAN: Do you think of sales and 
excise tax being borne by the industry or by its 
customers or is it going to make sny difference in your 
cost? 

MR. GARDNER: I suppose indirectiy there 
is no question every tax that is payable by the 
manufacturer is ultimately passed on to the purchaser? 

THE CHAIRMAN: Sales tax, you mean? 

MR. GARDNER: Sales tax and excise tax where 
applicable. I think the point that is being made 
‘Hene is that is that the consumer portion of the 
electronics industry is saddled with taxes which are 
applicable to very few other industries md to the extent 
that the tax enhances the selling price the sales 
are correspondingly reduced. 

THE CHAIRMAN: I recognize the point in your 
submission all right, but I have sometimes thought 
that manufacturers exhibited not as much interest in 
sales and excise tax as they do in other forms of 
tax, and I have guessed that the reason for that is 
they don't feel they were, in fact, bearing the tax, 
they feel they were passing the tax on and it wasn't 


directly their responsibility. 
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MR. GARDNER: I doubt if that is true in the 
Electronic Industries Association. 

THE CHAIRMAN: That is not true of electronics. 
Mr. Walls. 

MR. WALLS; In paragraph 10 on page 4 on 
excise tax you say: "The association reccomend: that 
this imbalance of tax burden be remedied by the 
removal of the excise tax from the parts included in 
Item 5 of Schedule 1 of the Excise Tax Act". of 
course, Item 5 includes a great deal more than merely 
the electron and cathode ray tubes. It includes 
the sets that they go into it. I am rather surprised 
that in your brief to us and in particular in your 
briefs to the Minister that you concentrated entirely 
on the removal of the excise tax ond the tubes rather 
than concentrating on the end-use exemption because 
in many cases whether the tube is tdxable or is not 
taxable is dependent on the status of the end-use 
product. Is there any reason why, beyond the fact 
that your prime interest is in tubes rather than in 
selling of the sets, why you should concentrate your 
case only on the tubes themselves? 

MR. GARDNER: I don't think this is the case. 
I think there have been possibly just as many 
representations made with respect to receivers as with 
respect to tubes. 

MR. WALLS: I am talking about this 
presentation today and the one to the Minister. You 
casually mention you think it is unfair on phonographs 


today which you consider no longer a luxury. You leave 
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it at that and concentrate your whole case on the tubes 


MR. GARDNER: Paragraphs 7 to 10 deal with 
receivers primarily. Paragraphs 11 to 14 deal with 
tubes. 

MR. HARRIS: Perhaps, sir, I would feel that 
we have covered both in this presentation to your 
Commission. As indicated by Mr. Gardner we cover 
radio and television receivers in paragraphs 7 to 10 
and go on to tubes. Perhaps the attachment of the 
actual brief on tubes to the Minister of Finance may 
give the impression that you indicate, but it isn't 
really so. We feel here we are nae a case strongly 
for both and certainly in our presentations to the 
Department of Finance over the years we have hit both 
very hard. This association, of course, is made at 
the three divisions, we have the receiver division 
covering consumer products, the electronic division 
covering electronic equipment of manufacturers and we 
have a third division, the parts manufacturers, and 
they each have their problems and these presentations 
to government don't go out in combined form. They 
out separately. In this case we have attached the 
tube products because they wished us to do so. 

COMMISSIONER WALLS: I think basically: 
that whatbyou recommend is that phonographs and 
T.V. sets and radios are no longer luxuries, rather 
are items of furniture in everybody's homes, and 
perhaps should be considered on the same basis as 


furniture. Then you come to page 5 and you start 
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dealing with inconsistencies and anomolies you 

run into with respect to your tubes. For instance 

you say "Tubes required for the production of these 
instruments are purchased excise tax exempt under 
license". The reason, of course, for that is the end- 
use product is taxed so naturally that manufacturer 

gets his tubes tax free. Is that correct? 

MR. GARDNER: Yes. I think the point made 
under electronic tubes doesn't relate to the tubes 
in the manufacture of the receivers but to the tubes 
sold for maintenance purposes to maintain the receiver 
in operation condition. 

COMMISSIONER WALLS: You also realize that 
while the matter of justification has to be considered 
by the Commission we are also faced with the 
standpoint of revenue. 

MR. GARDNER: Yes, sir. 

COMMISSIONER WALLS: Well the revenue of the 
tubes based on your own figures is about $300,000.00; 
the revenue for excise alone on section 5 is about 
$19 million so when we get into $19 million there are 
other factbrs that have to be taken into consideration. 
Going on with the tubes again you then point out in 
paragraph 13, you say "Item 5(c) of Schedule 1 of the 
Excise Tax Act requires the Canadian manufacturer of 
non-excisable electronic equipment to pay excise tax, 
on the electronic tubes incorporated in the transmitter“ 
Of course that I agree is contrary to the spirit of 
sales tax. It seems inequitable, but I would think 


that the reason that the Government has had to do this 
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is that there are a number of products that are 
excisable that can be incorporated into non-excisable 
products which can easily be removed. The other 

day I was pricing a desk set for presentation. On the 
desk set was a clock that was only attached with one 
Single serewd to the onyx base. The clock is excisable. 
The desk set isn't. Naturally in cases like that 

they 19 have to charge excise on the clocks that 
went into this combined product, wouldn't they? 

MR. GARDNER: Yes, but not on the desk set. 

COMMISSIONER WALLS: Not on the desk set. 
That 1s exactly the same situation as you are complaining 
about here. 

MR. GARDNER: Except in this case..... 

COMMISSIONER WALLS: They are taxing tubes 
but it is being incorporated in non-excisable products. 

MR. GARDNER: We are paying sales tax on 
top of excise tax. 

COMMISSIONER WALLS: ThSo.théy also are in 
the desk set I am quoting. I am trying to foresee the 
difficulties the Government would face in trying to 
eliminate the excisable product when it is part of a 
non-excisable product. 

MR. GARDNER: If the desk set were imported 
wouldn't the tax be the same as if it was made in 
Canada? 

COMMISSIONER WALLS: Of course you deal with 
that later and I would rather go into it later. 

MR. GARDNER: I think that probably is the 


same with a small transmitter and the tube contained 
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is not subject to excise tax. 

COMMISSIONER WALLS: I agree, and I agree it 
is an anomoly. There is no question about it. That 
is why I get back to my original statement, I think 
you could have presented a better case if you had 
dealt with the end-product being exempt than merely the cpmpcn¢ 

only with 
because when we deal , the component we are in trouble. 

MR. GARDNER: These are various alternative 
proposals. 

COMMISSIONER WALLS: You have another product 
Tieanithink’ of that you get ih some difficulties on, 
and that is bleach which is an excisable product. 
Cleaners and cleange’s are not. 

MR. GARDNER: Yes, sir. 

COMMISSIONER WALLS: With a cleaneer, and I 
have seen some advertising that some contain bleach, 
when does it get out of the cleaneer class and into 
the bleach class? These are some of the difficulties 
that you run into and I think that is the reason why 
you have difficulty with regard to your tubes. Moving 
on to page 6 you are talking about subsidization of 


imports and the fact that they don't have to contain 


Such expenses as distribution expenses, warehousing, 
advertising, sales commissions, etc., but have many 
of these not been carried out by the manufacturers 
in the country of origin and may be included in the 
export price. 

MR. DUNN: I would suggest, sir, these are 
usually excluded from the price at which he sells his 


exports. 


— 


— ¼- 


eee da- ome gat satin dona wi 108 a 
eh oye 0 baa ereqesld 
ee ae | 


1 der nee «cold ee eee 
abe „ eee esus ee eee eee seas even 


Sant ban se seenselo „e 1% J 00 ai esob snes 
eiae mid oft To ance stn Se 


twests dosaid edt 


bees soit et Deny eee Thame dae e voy ter? 
aan aun, “oY — aa tw duet eved oY , 

No. no ttenibfedes tugs ͤ antes 890 % d g OF Mo 

grades of sued e ee con? foe? ed? bas, asz0Ga! 


polevaiore~ eeemsgxn nolsadiviald es apaceqre dove 


hen overt 404 „ e ,nnoteplmge soise, .potelsmevds 


n beben vid qd 5e as used den ssen 30 


ati? at beboten! „ ven bat % Io yriawoo edd a 


ove ones othe tetgave binge TL 


ent T0qx9 


eit rte iad dete oe „% one west, . viteueu 


i ze 


a 


ene jp 


— et — 55 1 
. 


1 aS 
aes 
iad 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5467 


COMMISSIONER WALLS: Have you any data you 

can give us on this? We have had this statement made 
before 
by importers /out we have never seen any examples, 

THE CHAIRMAN: How about the example at the 
back, the letter to the Minister, appendix A 
accompanying the letter of April 26th to the Minister 
of Finance. 

COMMISSIONER WALLS: It shows the differences 
in price. And I would like to come to that one a 
little later on because I think there we hae 
problem. I don't think if these charges were added 

a import price 
would make the difference between/36 cents/and $1.00 
domestic price 

/anyway . As I understand imports today carry customs 
tariff of 20 per cent; is that right? 

MR. DUNN: In most cases except the United 
Kingdom, 

COMMISSIONER WALLS: British Preferential 
is free. 

MR. DUNN: Is duty free. 

COMMISSIONER WALLS: Duty free, that is what 
I mean. Those that you are worried about, I presume, 
are from Japan and other European countries? 

MR. DUNN: We are extremely anxious about the 
impact of the United Kingdom duty free. 

COMMISSIONER WALLS: I didn't see that 
mentioned. I notice you mentioned prices of Japan 
and European countries. You didn't mention the U.K. 
specifically. 


MR. DUNN: U.K. because it is free of excise, 


the influx from the United Kingdom now is coming in at 
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a rate equivalent to the influx of Japanese tubes. 

COMMISSIONER WALLS: In other words the 
Japanese tube, laid down basedon your Appendix A is 
36 cents to which you added 20 per cent which brought 
it up to 43.2 cents, is that right? 

MR. DUNN: Yes, sir. 

COMMISSIONER WALLS: Does this mean that 
the United Kingdom product comes in at approximately 
43.2 cents? 

MR. DUNN: This would be our assumption of this, 
The situation we are getting now is the U.K. and Japan 
tubes are fighting for the Canadian market and we are 
also rans. 

COMMISSIONER WALLS: Along that line isn't 
there also substantial purchases from foreign 
affiliates that are made by domestic tube users? Don't 
they buy at preferred terms from their own parent 
companies in Europe and other countries? 

MR. DUNN: This is likely to some extent, 
certainly some relationships. I don't know specifically 
when you are talking of Europe. Certain of the tubes 
which come in from the United States come on no 
preferred basis, can't come in because of fair market 
value. Another important point in this, if you look 
at the statistics if yok look st the staz2stics that 
are given on the tubes which come in from the United 
States, they are tubes which are types not made in 
Canada, which there is no other source. The bulk of 
the tubes are in that category. 


COMMISSIONER WALLS: These tubes that come in 
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have to carry à cost over and above the 36 cents. 
They have to carry the cost of packaging of the 
individual tube, crating of the tube, freight to 

Canada and then the tariff of 20 per cent. If that 
tube is brought in a certain amount of advertising must 
be done with the product in order to find a market 

in the first place. 

MR. DUNN: I don't think this is true, sir. 
I think you may find that the arrangements that are 
common are that these sort of tubes would find some 
entrepreneur in Canada who is prepared to bring the 
tubes in and carry forward all of the various stages 
that are required to market and distribute these 
tubes in Canada. 

COMMISSIONER WALLS: You mention such costs 
as transportation and warehousing. That tube has to 
have transportion and warehousing costs to reach Canada 
in the first place. 

MR. DUNN: It has to pay transportion and 
warehousing costs to some extent from the country 
from which it comes but the costs that are still 
necessary to distribute themselves, and it is a large 
part of it, the breaking out into wide distribution 
patterns in the country, the cost in Canada isn't 
borne by this tube. We are talking of certain 
shipments in large quantities to one central location 
from which it starts to spread out. These charges 
are not included. 

THE CHAIRMAN: Wouldn!t these charges be 


included in the charge you assign to domestic tubes 
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breaking out, or whatever it may be, included in the 
$1.00 which is placed against the domestic tubes. 

MR. DUNN: Yes, it would. In countries such 
as ours these charges are quite significant. They 
are running 20 to 30 per cent range on top of 
manufacturing costs to get a product of the kind we 
are talking about distributed widely across the 
country of our size, 

THE CHAIRMAN: These are packaging and 
distributing costs. 

MR. DUNN: Advertising. 

THE CHAIRMAN: When they are distributed in 
bulk, or as close to bulk as the manufacturer puts 
his stuff out? 

MR. DUNN: No. These tubes distributed by 
the manufacturer, sir, are in the final condition in 
which they go to the trade. 

THE CHAIRMAN: Trade being the retailers? 

MR. DUNN: Yes, sir, the servicemen and 
dealers. 


THE CHAIRMAN: Is there no wholesale operation 


in this trade? 

MR. DUNN: Yes, there is a wholesale operation 
and they are passed through there to them. 

THE CHAIRMAN: What does the wholesaler do 
if the manufacturer produces suitably for the 
retailer? 

MR, DUNN: He breaks them out from larger 
quantities to smaller quanities and provides services 


to the various requirements on parts that the trade 
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THE CHAIRMAN: So the $1.00 includes the 
form in which they are sold to the wholesaler, 
essentially? 

MR. DUNN: Right, sir. 

THE CHAIRMAN: Which, I suppose, is what is 
generally called bulk, is that right? 

MR. DUNN: The tubes are individually 
cartoned. They are probably put together in a large 
container, depending upon the purchase by the 
wholesaler. 

THE CHAIRMAN: Thank you. 

COMMISSIONER WALLS: Did you give any 
consideration to the fact that if both sales tax and 
excise tax were moved forward from the manufacturer 
level that this would remove, perhaps the inequality 
you consider exists between the imported product and 
your own? 

MR. DUNN: Yes, sir. It would tend to. 
The point was made too, stressed in actual dollar 
comparison that the low cost of an imported product 
disappears as it passes up the pipe line until 
essentially when it gets to the consumer level it has 
disappeared entirely. In other words the consumer 
pays the same price for that product regardless of 
what the source was or whether it is a Canadian made 
product or imported product. 

THE CHAIRMAN: Would the re‘ailer pay the 
same price for it? 


MR. DUNN: I beg your pardon? 
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1 THE CHAIRMAN: Would the retailer pay the 

2 same price for it? 

85 MR. DUNN: No, sir. 

4 THE CHAIRMAN: His margin would be greater 
5 on the one product than the other? 

6 MR. DUNN: Yes, sir, his margin is greater 


7 on the foreign product. 


8 THE CHAIRMAN: This is because it isn't 


9 advertised and requires more effort on his part? 


10 MR. DUNN: To some extent this is true, yes, 
11 sir. 
12 THE CHAIRMAN: What other reasons would there 


13 be for that? 

14 MR. DUNN: Well, at the serviceman level, 

15 which is a pretty key level in the purchasing decision 
16 he is having a measure of the advantage of the lower 
17 cost of the imported product passed on to him, this 

18 is the pulling power. He has effective control over 


19 his selling price to the consumer and he has the 


20 choice of going into the domestic tubes at a certain 
21 price or buying foreign for an appreciably lower 

22 price, in this case, in the order of 30 per cent. You 
23 can see why there is so much attraction for preference 
24 for the foreign product in these circumstances, He 
25 can sell at the same price one that costs him 30 

26 per cent less and essentially will do the same job. 

27 COMMISSIONER WALLS: That difference 

28 is represented, I suppose, by the value of a brand 

29 name, is it? 


30 MR. DUNN: Some of these can be offset by the 
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value of brand names, but there are foreign products 
coming into the market of the electron tube in which 
well accepted and well known brand names have been 
applied, are being applied. 

COMMISSIONER WALLS: Nobody is going to sell 
their product at less than the price they have to 
sell it at. I am just wondering why foreign products 

over 50 
would be sold for ays per cent less than the domestic 
product in order to get into the retail trade. Tt 
O have to be sold partly because the domestic 
product has a recognized brand name. For what other 
reason would they be sold? 

MR, DUNN: I think there are some other 
motivating reasons such as this: The foreign product 
lines are not necessarily complete. In other words 
they might have 100 of the more popular types of tubes 
but theyhave to be mixed in with other products. The 
supply situation on the one pipe line makes for 
rather uncertain payment terms at which you would deal 


with this operation, and the service back-up support. 
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1 THE CHAIRMAN: Warranty? 

2 DR. DUNN: Warranty, yes, sir, would enter into 
> it, depending upon circumstances. Some cases yes; 

4 some cases no. 

5 COMMISSIONER WALLS: These tubes, would they 
6 be up to the same standard? I presume they come under 
7 underwriting regulations for electrical equipment in 

8 Canada? 

9 MR. DUNN : No, sir. No conditions apply to 
10 these. There is no CS. A, approval on receiving tubes. 
11 No sir. 

12 COMMISSIONER WALLS: Would you consider that 
13 the foreign tube is of the same quality as your own 

14 tube? 

15 MR. DUNN: I may be somewhat prejudiced in 

16 this regard but I would say foreign tubes that 


17 generally we are meeting, they are of reasonably high 


18 quality. We do not think that they are, on the 

19 average, quite as good as ours but here again it 

20 becomes a critical condition. Are you looking at these 
21 from an engineering point of view where you go into 


22 a laboratory and say this tube has this reading on a 


23 meter versus this one, so this one is better? When 
24 talking of replacement market, this becomes the case, 
25 does it work acceptably in a socket in a set? From a 
26 practical point of view the answer is probably yes, 
27 either one is acceptable. 

28 COMMISSIONER WALLS: It would seem to me 

29 that there are only two alternatives in dealing with 


30 this competition, if you feel that you are carrying 
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expenses before the tax is added that they are not, 
then either there has to be a fixed amount decided by 
Government that will be added to the fair market 
value to establish the equivalent of these services 
that you give, or the taxing should be carried out 
then at the retail level. One of the two. Now in 
the first one, I question that you could put on 
sufficient that would make the difference between 36 
cents and $1.00. That is the problem which is 
troubling me. 

In other wrds, you say that the imported 
product from Europe and from Japan lands in at 36 cents, 
in comparison with your own -- well I should say at 

added, 
42.3 cents with the duty / in comparison with 
your own at $1.00. Surely no Government will add 50 
odd cents to this to cover the extra advertising 
and extra warehousing that you have to carry in 
comparison with the import? Even if the Government did 
decide to arbitrarily set a figure above fair market 
value, it would seem to me you would be up against 
just about as tough competition as you are today. 

MR.DUNN: I would agree with you that changes 
in the tax application by this won't provide a panacea 
for all of our problems, but we are going to require 
relief in other areas as well as this. 

In other words, the situation we find 
ourselves in in the tube industry is a combination of 
about a dozen factors of which this is one, and a key 
one and in order to really correct the situation, to 


bring it back to a sound basis, it will require, in 
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addition to relief of taxes, relief in other areas. 
This is a primary one. One of the biggest chunks of 
the difference is tied up in taxes. 

MR. GARDNER: May there not be another 
alternative, namely the one that is already established 
in Schedule 1. You notice the tax on electron tubes 
is 15 per cent but not less than 10 cents. Might there 
not be a third alternative not less than some higher 
figure than 10 cents? 


COMMISSIONER WALLS: That is possible but 


even that would not solve your difficulty. 

MR. GARNDER: As Mr. Dunn has said, this is 
one of a host of other problems. 

COMMISSIONER WALLS: On page 6 — I was going 
to go on to specially branded goods, unless somebody 
else has anything further to deal with here. 

THE CHAIRMAN: Before we move on, does anybody 
wish to ask questions about imports? 

COMMISSIONER GRANT: I would be interested 
in knowing what percentage of imports find their way 
into the service end of the electronics business? 

What percentage might find its way into manufactured 
products before they weofferedto the public? 

MR. HARRIS: You used the words sir "electronic 
business", I think we have got to segregate these. 

COMMISSIONER GRANT: Industry. 

MR. HARRIS: We have domestic goods. The 
imports are radios and tubes. I don't know whether Mr. 
Dunn might be able to give you an idea. We were talking 


about tubes. 
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COMMISSIONER GRANT: Let's restrict it to 
tubes. 

MR. DUNN: As far as tubes are concerned, I 
would say that the bulk of th imports go into the 
renewal market or service market. 

COMMISSIONER GRANT: Well because of the spread 
in price between the imported article and the domestic 
article, and the inducement that the serviceman has, 
be he a wholesaler or directly concerned with the 
service end, would you say that lower price is being pas- 
sed on to the consumer, or is it being, is the higher 
price being charged for the imported article to the 
consumer by the serviceman or the wholesaler? 

MR. DUNN: The higher price is being charged 
to the consumer regardless of the source of the product. 

COMMISSIONER GRANT: So the benefits are 
relatively few? 

MR. DUNN: Right, sir. The reason for this 
is that the consumer really does not buy the product, 
in most cases. He buys the service and says come and 
fix my television set and the serviceman writes out 
a bill and says the service call so much, so much for 
labour and 80 much for parts and it is a matter of 
usually indifference as to what he has put in and 
what rates he has charged. The end answer is that 
it is so much dollars and my set works properly, or 
it doesn't. 

COMMISSIONER GRANT: Have you given us the 
dollar value of the imported product that finds its 


way into the hands of the serviceman? 
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MR. DUNN: Imported dollar value? 

COMMISSIONER GRANT: Yes. 

MR. DUNN: Are you talking total dollars on 
tubes that come in that go into service? 

COMMISSIONER GRANT: Yes. 

MR. DUNN: I think an approximation of this 
Sir would be in the tax brief. 

COMMISSIONER WALLS: Appendix C would have 
that. 

MR. DUNN: Appendix C would show imported 
tubes under $5.00 going into the replacement market, 
would show a quantity of 54 million tubes. This would 
be the bulk of them. 

COMMISSIONER WALLS: At a total value of 
$33 million. 

COMMISSIONER GRANT: Assuming that there is 
about 20 per cent differential there, there is 
something in the vicinity of $600,000.00 that is 
finding its way into the hands of the serviceman? 

MR. DUNN: More than there would be if this 
situation did not exist, yes sir. 

THE CHAIRMAN: I am sorry, I don't understand 
it. You import, for replacement purposes, 53 million 
tubes. The unit price is 65 cents, which is $33 
million. That is roughly 10 per cent of the total 
cost. 

MR. DUNN: Total value of all tubes sir. 

THE CHAIRMAN: I see. Under $5.00,against 
that the dominant source is import, but only one where 


a dominant source is import. I am assuming that the 
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total of your imported tubes is something like $34 


million. Am I right? 


MR. DUNN: Comparable figures for these total 
tubes imported into the country of all kinds are in the 
10 to 11 million unit and dollar area. So half of the 
total imports we are talking about are in this 
replacement area. 

THE CHAIRMAN: I think I follow you. The 
balance are scattered around in the other categories. 

MR. DUNN: Right, sir. 

THE CHAIRMAN: And instead of being a 
dominant source in other categories, it is a minor 
source in the other categories? 

MR. DUNN: Yes, sir. 

THE CHAIRMAN: They add up to probably as much 
in total as do the replacement tubes? 

MR. DUNN: That is right. 

THE si = al Roughly 20 per cent of tubes 
are imported, or / value of tubes are imported? 

MR. DUNN: Yes. This would be about right, 
Sir. About 20 per cent value. It is difficult to 
get all these figures. Picture tubes are practically 
all made here and receiving tubes figure? about 11 
million imports versus 25 million total market so it 
would average out about 20 per cent. 

COMMISSIONER WALLS: On page 18 you then 


deal with the specially branded goods and your 
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recommendation is that the tax on these should be 
increased to a figure that would make them comparable 
with non-specially branded goods of a similar nature. 
This, of course, as you probably know, has come to a 
head aS a result of a large chain store having tires 
manufactured for them and the competitors in the tire 
business complaining that they were able to sell this 
tire at retail at a figure that they couldn't 
compete with. This was then taken before the Tariff 
Board who ruled in favour of the fact that the 
original manufacturer should be the manufacturer and 
not the chain store who put the brand name to these 
Specially branded tires and the Exchequer Court 
Supported that ruling. Then it was taken before 
the Supreme Court who then ruléd that neither one of 
them had any justification to make a ruling at all 
in the matter so that is the way it stands today, - 
I wondered just where you could call a halt to this. 
For instance, if you go through clothing 
stores or shoe stores, for instance, where instead 
of having a manufacturers brand, they only have the 
brand of that particular shoe store. Now are you going 
to consider that they are in the same category as 
anybody that buys tires or tubes and hase their 
own brand name for them? Where are you going to be 
able to call a halt as to which is private brand goods 
and should be considered as a manufacturer? I think 
you will agree that the small shoe store on Sparks 
Street who has no other name but his own name imprinted 


on a shoe could not conceivably be considered as the 
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manufacturer and have to pay taxes on his price. 

THE CHAIRMAN: Mr. Walls, before they reply, 
may I draw your attention to reference 1, paragraph 
15 of: the Retail Sales Tax Committee in which they say:"when 
goods are produced exclusively or principally for one 
merchant and bear a trade name which restricts their 
availability to other merchants." was the dominating 


factor that was recommended then. Whether thatis still 


valid or not, I don't know. It was never really 


decided. 


COMMISSIONER WALLS: Having had some 
experience, the reason I used shoes is because when 
you place an order for shoes, you can have them made 
to your own specifications. You can have many changes 
made. Have a slip sole put in, different type of 
counter put in, different type of lining. Tt 18 8 
Standard pattern of shoe and standard last but the 
independent shoe store can have these changes made 
, 6G DPSS Ge 26 eee see I can see the 
reasonableness of the decision which was made by 


Sales Tax 
the previous /Commission, but when I started thinking 


of it in relationship to various other products, I 
just wondered where you could call a halt. 

THE CHAIRMAN: We want to find out what the 
difficulties are. 

MR. MARRS: May I, Mr. Chairman, make a 
comment on this matter of private brands? I) think 
the point that we are concerned with, of course, is 
the point at which tax is assessed and the fact that 


on national brand costs which are not normally borne 
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by the manufacturer are, of course, taxed, where in 
the private brands there are a number of costs which 
occur after the point of taxation rather than before. 
They, in our opinion, are very significant and I know 
that you are familiar with probably most of them but 
just to maybe refresh your memories a bit, the functions 
which the retailer or the owner of a private brand 
performs which under the national brand is performed 
by the manufacturer, are these: First of all, in our 
products where there is considerable product planning 
to be done, and I am not talking about engineering 
design or basic design, but I am talking product 
planning in terms of styling features, handles, trin, 
that sort of thing, much of this work is done by 
thesretaijzer:. He decides what the market wants. He 
does the market research, decides what the market 
wants. From that he requests the manufacturer to 
produce these things for him. This is the function 
that he then performs. 

Now the next stage is on the matter of the 
production of the product. The private brand 
retailer commits himself to production of the product 
and, therefore, assumes the full risk involved on the 
price, the working process and finished product normally 
the manufacturer assumes. That is the second thing. 
Once the product is completed, he pays the transportation 
to the major points in Canada, or his major sources 
where the manufacturer of brand lines includes that 
in his price to the major distribution point, so 


there is a matter of transportation there. Once the 
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product arrives at this point, the owner of a private 
brand also pays the full cost of warehousing that is 
normally done by the distributor and is included in 
the taxable value of the branded product. Generally 
Speaking he assumes the cost of guaranty and waranty 
which again is occuring after the point of tax 

rather than before. 

He, of course, assumes also the cost of 
advertising and promoting that product so that there 
are, in my opinion, six major elements of cost which 
to the method of private brand occurs after taxes 
rather than before. 

THE CHAIRMAN: Six costs which would normally 
be borne by the manufacturer or, by virtue of private 
brand, transferred to the retailer? 

MR.MARRS: That is correct. Now I have 
often heard it said that we should not do anything to 
interfere with more efficient means of distribution 
and that if this private brand method is a much more 
efficient means of distribution, then we should be 
careful not to, as I say, interfere with it. The 
fact I think is that certainly from the studies that 
we have made, that it is not necessarily a more 
efficient method of distribution in so far as the 
consumer is concerned and the ultimate cost to the 


consumer. 
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1] Inherently these private brands find their way into 

2) the large department store and their cost of operation 
3] is egain inherently more costly than the independent 

4! retailer so if you take the total cost of distribution 
5 from the point at which the finished product gets out 
6| of the factory until it reaches the consumer I don't 

7| believe one of them is any more efficient than the 


Si Gther., In fact, I -believe if anything it might. weigh 


lee more enn of the national brand. 

10 THE CHAIRMAN: It escapes me as to what 

116 efficiency has to do with this. We are, I think, 

12) charged with trying to find out where neutrality . 

134 Which means to seek the right point at which to tax 

14] in these transactions or to find, at least, what the 

15] eauivalent point of tax is in the two flows to which you 
16|| fer. 

17 MR, MARRS: Certainly from the point of view 


188 of 2 tax the matter of efficiency wouldn't enter into 


20 COMMISSIONER WALLS: I have two further 

21 Guestions in regard to the same matter. What would be 
22] tie difference between that same store going to a tire 
manufacturer and saying, well now, I buy my tires from 
you, have you got another brand name of your own you 
are not using? Most of them have one or two spare 
brand names. They could buy the tires just as they 
were under the second brand name. You have no 
assurance by mere removing of his own brand name that 
he is going to pay more for the product than he pays 


under his own brand name and therefore the tax wouldn't 


oak TSU 


Ing. 


De 


ms 
S*abisve 3 


aes 
W 2 


ay a = 
- 7 * a * l <a: 9 N a . * 


1 9 N 
nie 3 


8 = ree 


teas a 


7 „ mS | 
111 vie o ve . 


mi add 
od, Ber Ser HOY 1 o8 ee 
‘et mite dot ae dato *. mort 
al “ 32 sive eros pet 50 ‘to 
mm “rte et mole Yo. oo0 1 
d evelfed 1 ,?a82 ee) 
“ay Io Wwovel al stom, sigsil a 
E Luo THT. , : 
t We ob Gd eat natd, 
fl of ali da des dees 
i apse of nne dal 
ame gran; oz a 
xed Io Bateq dus: AvENDS 
17 
i 190 AN . 7a 
„ ene ang 200 2 to 
N 11 
Au Rad oo 
u Weis oF buapet nl abe * 
Sone neenteod onen act | 
an 
‘om actes n 
nm Une songs Joy don vnn ee 
„ eved mot? By een AN 40m, * 
* 4 2 Aus weer e 


E en horned Dua wit — 4 


n An ——— ore 
J >) 

ej 98 Gol etod 

* ae 7 


Xt 2908 25 * 


Gere 


* 5 


a 5 
« 7 Ty. 
3 wh) Fel oa pr Os 
9 


ANGUS, STONEHOUSE & CO, LTD. 5485 
TORONTO, ONTARIO 


be’ any different. 

MR, GARDNER: Wouldn't it be likely, six, 
he would have exclusive use of the second brand name. 

COMMISSIONER WALLS: I don't know if there is 
anything chat can stop that. If a manufacturer has an 
extra brand name I don't think there is anything in the 
Excise Tax Act that prevents the manufacturer from giving 
a brand or special brand name to any one vendor. 

MR, MARRS: That is certainly something that 
equidad conceivarly be done’. I would want to refer to 
Me. Gardner here dhe basis” of tax on national brands 
or manufactured brands is distributor price or discount , 
Nen 28 2 discount Wo: tne distributor price. Whe rerore 
if the menufacturer used another brand and handled it 
for” exclusive distribution through one channel’ it is 
my understanding Si the basis: of tax would be 
established at the distributor level rather than at the 
actual selling price so that you would be equating: 
the thing, I think, and bringing it-in wouldn't that be 
true, in other” Words” the selling price would, therefore, 
be closer to the distributor’ price’, 

MR. GARDNER: Yes. 

MR, MARRS: Because in that instance the 
manufacturer of that additional brand would have to 
assume many of the functions which currently, which he 
does on his regular brand, he would have to carry the 
guarantee, 

COMMISSIONER WALLS: I put up one other point 
then to you: A little while ago you were agreed thét 


it would be advantageous to your industry if the taxation 
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were moved forward to the retail level to remove some 
of the anomolies, If the tax were moved to the retail 
level you would mt solve fe metter of speciel brands at 
all, would you, because the retailer would be buying at 
a special price and the tax on that would be after the 
transaction had been carried out. 

MR. MARRS: If it was applied on the selling 
price, you wnean? 

COMMISSIONER WALLS: That is right. 

MR. MARRS: I don't quite understand why it 
Wouldn't correc. this problem. 

COMMISSIONER WALLS: If this chain store bought 
tires at prices lesser Chan the rest of the trade were 
able to buy them at he would establish a selling price 
based on his purchase price and the tax would then 
go on his ‘unit price which would again be giving 
less tax than his competitors would be collecting on 
higher pricaj Ie quality products, so you wouldn't solve 
the situation of special branded goods by the moving 
OL tois, tax forward to. the retei) level. 

THE CHAIRMAN: It depends what solution means. 
If the solution they seek is to take out of the 
consumer the same proportion of the money thet he is 
spending whether he is spending it on brand or unbrand 
they would reach that solution. if, it Is to, take out 
of the consumer the same amount of tax on @ tire of 
equivalent value to another tire, one which had e brand 
and one which didn't have a brond, they wouldn't 
achieve that solution. I don't know if that is the 


solution. I would think the solution is to try and 
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relate tax to consumer spending. Is that not what we 


seek to do with consumption tax? 


MR, MARRS: That is what I believe we are 


certainly seeking to do, 


As manufacturers I think it 


becomes a responsibility of ours to see that the 


consumer can buy national 


brands or whatever brands for 


the same amount of dollars, I don't believe that 


national brands should necessarily be sold for more 


than the private brands, 


Lt then becomes the selection of 


the consumer, The fact that in getting out to the 


consumer we already pay more tax makes it that much more 


difficult for us to place 


consumer at an equivalent 


it in the hands of the 


price, We are striving to 


get our product into the hands of the consumer on an 


equitable basis so we can 


compete dollar for dollar 


with any other system in providing the consumer with 


private brand products. 


THE CHAIRMAN: 


Can you not well say to us 


that under the system as it now exists the consumer 


pays a higher proportion of tax, although he doesn't 


know it because it is at a level he doesn't see, he 


bears a slightly higher proportion of tax on the 


national brand goods than he does on the private brand 


goods, 


MR. MARRS: That is right, so in essence he 


gets less value for what he spent. 


THE CHAIRMAN: 


same to the consumer, 


The essence of tax is not the 


MR. MARRS: That is correct. 


THE CHAIRMAN: 


That would be correct, would it 


| 2 
wean et pe inal 8 


* ios cured Hae 


7 or 9 1 
a are 
1 Fy 


ers aprons sac? bene oe 
io ster eich „oh of gnivess Die, 

| * cgay 1 1 00% stag “to eee ee 2 usb . 
nenn eee xo et Le * no — 
* S een ee e „ e ons att PY 
stom "ol e ed eee ee een eee eee 
% aotyoalow ait asesued aust? e eee eee end cet? 
. ef a9 tie gntateg at eee goel edt” .tomvanos 1 
ee in e n at’ 72 cox e etast e eee eee 
ct) In ulmet se ah Of ad of % % n 
of s.lvrve era oW «|. aie vpe ne ve Tannen 

) As co tomuanac Sad ho ebagel ef ocak Youbeag «uo 9% 
jatioh «02 “A0ice sso geo 5 oa asd Süss eps 
b e e edt eee at eee aento eee 
„edo nad sveving 

ou be uss (Lew en e med ere ; ae 
Tem of) etekse wou 4 dn motes afd ban Jadd | 
'epect ot dauodete «ei? to Sbiotoqotq tedgid 2 Syed 9 
ef oe eee od eee e e Gf 22 eapased JL eee 
a2 ao zat Yo gakveequtg Geigin “tddghre a se- 
asg e eee ee ao eased df e sdoog ee ieee 7 . 


n * 


| df nene at of camel a: sea? 28904" * N BR = 
: 9 . Ws 
; | nee af gadw cot ouray eset e 
jetty zon e e 40 eee og? eee aT Te 

7 ; 


A e 
— act ot 4 
eee ef Sac? 


au .Puewsco of dien 
9 7 a | 


ANGUS, STONEHOUSE & CO. LTD. 5488 
TORONTO, ONTARIO 


MR. MARRS: in my view “that 1s correct, 


COMMISSIONER WALLS: It would be à subs tent 121 


edministr*tive problem to make that adjustment. 

THE CHAIRMAN: The adjustment would follow if 
the tax were levied at the consumer level. There would 
be no adjustment. 

COMMISSIONER GRANT: In practice, in Canada, 
do you find that where the manufacturer is producing 
his goods for one reteil outlet on a brand name basis 
that: usucliy he Ws alse producing! the goods in the 
Same plant for che brade “generally. 

M. MARRS: I have to agree with the word 
generally, although not always. 

COMMISSIONER GRANT: There is a Teluctance, 
PS tier), Tor tiie part of dhe manufacturer to tie himself 
Up -6CnGir ery io done Gpurecnaser ¥ 

MR. MaRRS : Of %course then you can beecome 
the viebim ef -varioutsnferces, ds I think youvare nid 
doubt aware, because this product goes on the market 
for negotiation annually and it can become 
a very Gisruptive thing. However if we just step out 
frowm-electronics for the moment, certainly in the major 
appliances there are manufacturers that. produce only 
private brands, nothing else, but in the electronics 
field this is nod 80. 

COMMISSIONER GRANT: Where it is not so would 
there be some adventage to the menufacturer in reducing 
his costs if he has a contract for 


2 brand name? 
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MR. MARRS: Do you meen the result would be, 
there would be through the increased volume,a reduction 
of overall costs? At the same time, however, over 
long time this usually forces him into increased 
investment facilities and so on which also tends to be 
more heavily absorbed by the netional brand because of 
the pressure of the heavy volume of private brands on 
him. I Think over dhe long term häs cunit costs would 
not necessarily be less. 

COMMISSIONER GRANT: If it is less as a result 
of his brand name contract rthen the national: brand is 
being put on the market at a somewhat lower cost, if 
the advantage exists. 

M. MARRS: In that. particular instance, yes. 
Houe ver, if ue can just, maybe, wiew the total volume 
going to the consumer, whether it went through the 
private brend or whether it went through the national 
brand, the total industry would produce it at the same 
cost whether it be a national brand or a private brand. 
There: would, in fact, be no saving. The individual 
manufacturer, yes, but as total industry, no. 

COMMISSIONER GRANT: Why would that be, Mr. 
Merrs? 

Mii MARRS« Tf I eeuld quse usd a simple 
exemple, let us assume that there are 400,000 television 
sets sold to consumers in Cenada. Now, it doesn't 
really matter whe ther those television sets go out 
under national brands or private brends as far as the 
total cost of producing them is concerned. tim fact, 


the more brands there ere the more cost there would be, 
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1 not less, and therefore if you introduce into an 

2 economy like Canada ten national brands and then 

3 introduce another ten private brands the unit cost of 
4 the total 18 going to be greater, not less. 

5 COMMISSIONER GRANT: If you could narrow 


6 them down to four it might become less. 


7 MR. MARRS: It would become less. It would 
8] become less, but the matter of private versus national 
9 brands wouldn't alter it, in my opinion. 

10 MR... GARDNER: The point is Af chere 1s a 
bares eros rssestvers id is really :immaterial 


12] “whether they ere sold as a national brand or private 


14 R. MARRS: The costcis related ectually to 
15] two things: one, che number of individual facilities 
16 thet ere availeble in Canada end de, the number or 
17 rands hat sade ese linie iproduce - ie 
18 each facility produces one brand only it would be less 
19 costly thanif they produced more than one brand. 1 

20 think this is something that certainly bears some 

21 consideration on this overall problem. 

22 THE CHAIRMAN: If I understand this, if the 

23 company could sell 400,000 sets the total cost to the 

i company would be the same whether the total 400,000 vere 
25 sold under a national brand or if they were sold under 


26 2 private brand providing they were all the same 


27 guelity and made in the same quantities.... 
28 MR. MARRS: Right. 
1 THE CHAIRMAN: . . . . by the same number of 


30 manufacturers, I suppose. 
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MR, MARRS: That is right. 

THE CHAIRMAN: And distributed by the same 
number of distributors. 

MR. MARRS: Yes. 

THE CHAIRMAN: It makes no difference in the 
final results whether it is nationel or private? 

COMMISSIONER GRANT: That is the thing that 
is either one or the other, but when you have both 
competing then you have a differential. 

MR, MARRS: I would say it causes an increese 
rather than a decrease, 

COMMISSIONER GRANT: There would be a 
dif fererial. 

THE CHAIRMAN: Not because it is one kind of 
brend or another kind of brands it is because of the 
number of units that are manufactured or distributed. 

COMMISSIONER GRANT: Or efficiency in 
operation. 

MR. MARRS: We find in Canada we are producing 
already = certain number of national brands. Each 
national brand requires investment in addition to 
facilities, investments in new developments, investments 
in styling changes and so on to induce the consumer 
te bug If instead of producing 100 per cent. of 
one brand we produced 50 and 50 the unit cost would 
go up because the styling changes end the run are 
going to be shorter. All these things have an effect. 
The more brands we have whether private or national, 
obviously the more brands we have in Canada, the more 


is going to be the unit cost. 
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COMMISSIONER GRANT: Advertising cost enters 
into this. 
MR. MARRS: Advertising costs, yes, and of 
course this becomes another subject as well. 
COMMISSIONER WALLS: I was just going to lead 
on to that. This. is the next section. This is dealing 
with Section 22 (b) of the Excise Tax Act where it stetes 
included in the manufacturers price is the cost of 
edvertising and financ: --- I was quite surprised thet 
apparently in your industry in many cases the amount 
charged makes allowence for advertising to be done 
by the purchaser on a cooperative basis and, of course, 
your portion of 
as a result you are taxed on het. Could your 
product not be sold advertising with a contractual 
arrangement with the purchaser to agree to a refund 
of a portion of the advertising costs later, and you 
seek that mantity in your selling price. 
ns mer sure i follow wou. 
COMMISSIONER WALLS: ‘48s I understand it 
you state in many cases in your industry you make 
contractual arrangements with your purchaser that 
they will do a certain amount of advertising and you 
Will Carry a portion of dhe "cost. You include that 
in your selling price and are naturally taxed on it. 
This is what you are complaining about. Why couldn't 
you make a contractual arrangement that he goes ahead 
and pays for the advertising and later he bills you 
for a portion of the advertising without that entering 
into the price of the product at all. 


MR. MARRS: of course) first of all, if he 
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enn 
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bills us for the advertising which we have contracted 
to pay proportionately this is going to impose 2 cost 
on us which we have to recover through our selling 
price to him. If we sell a product for $100.00, end 
dhe practice, varies. by manufacturer, but if I may use 
an example, we might agree to pay up to 2 per cent 
cooperatively on the sale of the product, so that if 
he wants to spend 32. O00 we will match that $2.00 and 
pay. 18 to him. This. is. wha happens today... Wie 
advertises $4.00 worth to move that product. He comes 
on the manufecturer for $2.00 and receives an 
adjustment or rebate of $2.00 of which we gre not able 
tO claim tax S 
Hy CHA LAMAN Tria 1s 20 your selling price? 

MR. MARRS: r price 
although, in actual, fact it doesn't go into our official 
income. 

COMMISSIONER WALLS: That is what I was 
getting at. I was just wondering why you couldn't 
charge at 98.00 and show it in the profit and loss 
statement without the government tsxing you further, 

MR. MARRS: We could show at 398.00 but where 
is. che retailer going to get the 2. 002 

COMMISSIONER WALLS: Could he not bill you 
later on for assistance with his advertising” 

MR. MARRS: Tf he bills then it is going to 
come out of the $98.00. 

COMMISSIONER WALLS: Yes, thet is true 
enough. 


THE CHAIRMAN; Lose money. 
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COMMISSIONER WALLS: Suppose you bill $100.0 
and later on he puts a charge through, does the Excise 
Department check your books to that extent that you 
are charged with indirect advertising? I can understand 
this was put into effect in order to cover direct 
advertising. 

MR. MARRS: Les. 

COMMISSIONER WALLS: Of the manufacturer? 
but in this case it is not direct advertising by the 
manufacturer, This is advertising by the vendor, the 
final vendor of the goods is doing the advertising. 

MR. MARRS: That is correct, 

COMMISSIONER WALLS: You are merely giving 
him a subsidy towards that. I question whether that 
was ever the intent of this Act, that they should tax 
a subsidy on somebody else's advertising. 

MR. MARRS: Well, in my view it could be 
cleared if we could issue credits to the retailer and 
these could be claimed for tax rebate. This is really 
what we are suggesting. 

MR. GARDNER: In effect we are in the 
position of paying tax on $100.00 where the revenue is 


$98.00. 
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Mis MARRS: Vou see, also 2 brend manufacturer 


2 Seeks his means, in a Sense, of one establishing. a 

3 relationship with the independent reteilers so that 

4 in-combination they can develop plans which are good 

5 der both which«are, designed»torncreate demand fer the 
6 preduet and at the same time sell it. Also that 

7 retailer advertises in dhe local mnewspepers at lecel 
8 nates swhich,.aside.fromethe volumea.@ifferential, is on 
9 a comparable basis to the large private brand 

10 départment store...$o,in- any eher type of newspaper 
11 advertising that..a national .brand does, of course he 
12 pays à premium rate, premium national rate. This 

13 is, che of the other serious, inequities, unten T would 
14 not want. to introduce further in here but it becomes 
15 an extremely sepious problem. This matter .could be 
16 overcome through classifying this in such a way that 
17 we could claim a refund. 

18 THE CHAIRMAN: Is the term “cooperative 

19 advertising“ clear enough to legislate in respect of 
20 4 

21 MR... MRR; It is -the en erm, chat 

22 Vecognd ZA... 

2 MR, GARDNER: It is well known in the trade. 
24 THE CHAIRMAN: I am just wondering if the 

25 limits, to it. are, clearly define d-, 

26 MR. MARRS: I would have to sey this is 

27 something that would have to be studied fear ly detailed. 
cl Cooperative advertising could, in effect, represent 

29 any percentage that was done. 


30 COMMISSIONER WALLS: Plus the fact I presume 
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one of the cleuses in your contractual agreement for 
this advertising would be that your product would be 
nemed in the advertising and then it becomes 2 question 
as to whether or not it is really not advertising 
entirelyof benefit to you as much as it is to the 
nenmaiiler, 

MR. MARRS; It is supposed to be of equal 
beret th, That is why it is cooperative. 

MR. GARDNER: I think in effect what we are 
suggesting, this section 22 which requires the inclusion 


n the selling price of any amount that the purchaser 


. 


is liable to pay the vendor, ¢nat should go on and 
say less any amount which the vendor is liable to pay 
to the purchaser, 

MR. MARRS: I think we as a national brand 
menufacturer -- the way I view it as 2 national brand 
menufacter, we have to establish a demand for the 
product. We have to create a demand for the product 
through the national type of advertising thet we do. 
Then when it moves to the retailer, we ellow him, in 
effect, to use our name end the fact that we have 
crested this product demand, we let him use that as 
one mens, plus his own name, of getting people to come 
in to his store to buy that particuler product so in 
association and in relating the two names together, 
he can trade off the power of the national brend nene. 

THE CHAIRMAN: It is done very much in your 
industry. Where else does one see cooperative 
advertising: T think automobiles, perhaps? 


MR. MARRS: T am not familier with whether therp 
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ten. “That 16 enviveiy diiterent diletribution, a form of 
control distribution, in a sense. I don't know whether 
they have cooperative advertising. 

COMMISSIONER WALLS: 

Is it. not surprising thet in an industry that relies 
mostly on selling to servicemen that you. are in an 
advertising program of this kind? For instance, I have 
never seen various types of tubes --- 

M. MARRS: I am sorry, I am talking about 
consumer products, so the finished product. 

GOMMISSIONBR WALLS: Les, but the brief did 
not say that. 

THE CHAIRMAN: I would gather that. That is 
the only place I have ever seen cooperative advertising. 

MR. MARRS: There is no cooperative advertising 
in -- I shouldn't speak Por peu. 

MR. DUNN: -Essentially this is true, This is 
afdatferent preblem. 

COMMISSIONER WALLS: The other item that you 
have objected to, alongside of thst, of course, is that 
you do a certain amount of financing. In doing that 
financing are you dee ling with it on the regular 30-60-90 
day credit arrengements that most manufacturers have? 

MR. GARDNER: It was not intended to relate 
to consumer products as much as capital goods products. 
For example, television transmitters, communication 
equipment which is usually sold on a five-year term, 
conditional sales contract. Anoarticle ,;».of,course, may 
have a price of $100,000.00. Meybe the finance 


charges ere 310,000.00 so the 5110, 000. 00 is subject to 
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COMMISSIONER WALLO: 80 you are In @ position 
yhere, under dhe terms or the “Act, you have to include 
that. Whereas, if they go to a private finence company, 
they do not? 

MR, GARNDER: That is right. 

THE CHAIRMAN: This is long term financing? 

MR. GSRPNER: des, 10 "is: Usueliy it “is 
related to capitel foods ; 

THE CHAIRMAN: Is there anything else on the 
advertising and finance charges? I think we might 
wove on to income “taxes “then. 


„EEC 


I just want to make sure that às à representative o 
pie Meceiver Division T would "have en opportunity to 
telk ebout this matter or excidse tax because the 
discussion really centered on the tube Industry and, 
er course, "that Ye"or some Lmportence but net nearly 
so important to me as the end product is. 

THO CHAIRMAN? Ltnink this “is your chence. 
Proceed ; 

MR, MARRS: Well Mr. Walls you stated eerilier 
that you wondered why such emphasis hed been placed on 
this matter of excise taxes at the tube level end less 
emphasis on the receiver levels since an excise tex 
on the receiver, or end product level then would 
probably literally cure the entire problem. [ lees 
rather bedly that it did not essume the importence 
that I feel it deserves because we sre in the business 


of producing o product for the consumer end for the home, 
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end in doing so we sre out fighting and competing 
against everybody else that competes for the consumer 
also. With the excise tax,tagged on this product, end 
almost singled out -- literally singled out amongst 
all other consumer products, it becomes an extremely 
Gaffel penalty bo, bear . 

L Find Jt.difficuits: de unders rend, although 
admittedly the income of 519 million is unquestionably 
Sppong determining factor. but. ir dees not seem really 
fair to me that it Should be one — thst one product 
line should be singled. out for this kind of treatment. 
It had, à purposeresarilier,,but am noteaware, e any 
useful purpose today. The get alser as, that in our 
strug@¢ie-for.the.¢consumer delijars-and an.actyually the 
Gurable field, ewe Neve, during» the.pestaliveyyears 
suffered e loss in our share of those dollars. 

I am not talking about the movement of tne 
consumer spending from durables to services, but our 
shere of the durable market has shrunk, and it has 
shrunk because obviously we have not been able to 
entice or interest the consumer as much in buying 2 
television set as they have been interested in buying 
an outboard motor boat, or an outboard motor as an 
example, 

T..personaliy.find,it extreme ly hand to 
accept the fact that we should pay a 15 per cent excise 
tax on television sets when you can go out and buy an 
outboard motor, as an example, and I think it is a 
fairly striking one, with no tax, Tt just doesn't seem 


correctto me. It doesn't seem right ond so that regardless 
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of the $19 million, if it has to be obtaired, there 
should be some equitable method found. 

I am not arguing so much about the principle 
of Seise dax as dhe prine iple of equity here, and in 
our fight, as I say, I feel that we have to have one 
hand tied behind our back. 

Also at our last meeting, or hearing with the 
B. B. G., the statement was made that in Canada we were not 
capeble of producing à coloured television set at a 
cost sufficiently low to interest the consumer in buying 
that product, and they made comparisons with the price, 
the going price of Canada with that of the United 
States. Tax bears heavily on our ability as to whether 
we can get that price down where it is going to 
interest the consumer. Then in the car industry, why 
should you be able tO bring out a flashy car, bucket 
seats and floor gearshifts, and all of these things, 
no excise tax and yet we cannot even get equitable 
treatment so that we can do something to introduce 
coloured P. V. and interest the consumer away from these 
innovations in cars. It is an extremely difficult 
problem and it is undoubtedly having its effect on our 
industry. 

THE CHAIRMAN: Certainly it has been my 
impression, perhaps erroneously, I don't know, but over 
2 long period of time your industry, I am thinking of 
consumer products, consumer durables, radios, T. V. sets, 
has been unsuccessful; has not been very profitable. 

I don't know where that comes to my mind. There was a 


Commission report many years ago in the late forties 
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perhaps, I don't recall, which indicated that profits 

at that time were very bad and I think in one wey or 
another T have gathered the impression thet has been 
true generally throughout the business, Is that correct 
do you think? 

MR. MARRS: Yes. I would say thet is generally 
true, IT think you are referring to the time, of course, 
when the whole industry mushroomed its growth from a 
mere trickle of sets to something over 700,000 units in 
a eaneie vyoar. 

THE CHAIRMAN: In the post-war period. 

MR, MARRS: It was in the 1954-1955 period. 

THE CHAIRMAN: As late as that? 

MR. MARRS: Well it was when the C. B. C. first 
Started telecast in Canada, of course, and this actually 
resulted ina Wa 50 f industry. 

THE CHAIRMAN: There were two surges in your 
industry. One catching up with the céferred prodution 
of wer. time? 

MR. MARRS: Right. 

THE CHAIRMAN: And that was, of course, radio 
sets, and then there was the T.V. growth which es you 
Say wes Ader the Clv5.C. gor Sing. 

MR. MARRS: This is the thing, of course, that 
we are trying to avoid having happen again beceuse when 
you have that sort of mushrooming growth, it carried 
with it certain inefficiences. You cannot react to these 
things as efficiently as you can if you have an 
orderly growth, or when you move from 100,000 to 700, 000 


sets in about two years and from five manufacturers to 
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twenty-four and then back to twelve, this is the period 
that you mentioned where the profits were very poor, 
then, of course, after the market became saturated, 
literally saturated it went into a very serious decline, 
end then we had to live through that until the 
replacement market and second set market started to 
come into being. 

Now what we ere trying to avoid egain in the 
colour is that it has been retarded to such a’ point that 
when it does open up that we mushroom again and move through 
this very serious and unsettled growth. 

THE CHAIRMAN: A very disappointing industry, 

I would have thought, and you explain it to me as be ing 
unsettled, which is the fact that it has grown in jumps 
and “then dselined “after it jumped: 

MR, MARRS: ar is eorrect. I would say the 
bleck and white market today, in the last two years, 
has tended to stabilize because you are now entering 
into the type of normal growth that most consumer 
durables experience, and this is what I would ]jike to 
see maintained. The orderly growth of an unsaturated 
product which will be maintained at a fairly steady 
rate lover a period of years juste ‘through "the replacement 
of worn out sets. 

THE CHAIRMAN: It seems to me the number of 
manufacturers has declined? 

MR, MARRS: About half. 

THE CHAIRMAN: It has come down to about half 


in the last what, five years: 


MR. MARRS: Well about the last seven years. 
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“eunt 


1] There has been little change in the last four years. 


2] It went from 24 down to about 11 or 12. 

3 COMMISSIONER PERRY: Mr. Chairman, there is an 
4] aspect of the excise tax that I would like to pursue 

5] With the witnesses, They will probably recall quite 

6| well that for some time the revenue vas earmarked for 

7 the C. B. C. and in the time that this change was made, 

8 that it was deemed to be something approximately in lieu 
g| of the old radio license fee and that this, in a sense, 
10[ was an easier way of collecting a user charge on people 
11) who were enjoying the benefits of the C. B. C. I think 
12 the Fowler Report rejected that theory and in fact the 
13|| revenue is no longer earmerked but do you find any of 

14] this philosophy remaining in Ottawa that this is, in 

151 effect, a charge on people who have the privilege of 

16] using the national service? 

17 Mise MARRS :04 Ite isenothneteartyront ther sur faee. 
18 To say that we find that it exists here in Ottawa -- we 
19 would say thatitissomewhat submerged but I believe that 
20] it seems to be available for use at the appropriate time. 
21 COMMISSIONER PERRY: Last ditch argument. 

a3 M LHARRASsboTheemnswery isayets T Think 1 
23 is almost inescapable. We run into this at some point 
41 in the discussion on excise tax, 
25 COMMISSIONER PERRY: Sooner or later you get 
to it? 

MR, OBARRIS: Les, 
COMMISSIONER WALLS: You have many products 

under Section 5 that have no direct cost or reliance 


on the C. B. C. Your phonographs and many other products, 
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MR, MARRS: Yes, and the situation has chenged 
So radically with the introduction of independent 
stations, and so on. 

COMMISSIONER WALLS: I think, of course, your 
arguments are reasonably logical but the position that 
we ere in --- 

COMMISSIONER PERRY: I was not questioning the 
logic of their argument. I wanted to see what the 
thinking was in Ottawa. Whether there is some remnant 
of this. 

THE CHAIRMAN: Of course, I would like to know 
how they refute that too, 

MR. HARRIS: IGearose here today in answer 


ho m. Ferry, Atearosaeahere today Finally. Lt always 


THE CHAIRMAN: And when it does, do you say it 
is not a proper way to raise money for that purpose? 

MR. HARRIS: Absolutely. 

THE CHAIRMAN: What do you recommend is the 
way to raise money for that purpose? 

MR, HARRIS: There are various ways but the 
general taxation is about the only way to describe that. 

COMMISSIONER PERRY: In fact this is what the 
government is doing itself now. 

MR. MARRS: I think as a product line by 
paying our normal. 11 per cent tax, that we assist, as 
211 other products do in contributing to the cost 
inherent in running the government. 

THE CHAIRMAN: You say that your product 


should not contribute more than other products? 
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MR. MARRS: Thet is correct, 
COMMISSIONER WfLLS: The logical answer to 


that is we as a Commission may have to find something 


to Replace, nod on vou pr oduct,» ( but ovac tical ly 
because people have 
every product that. is under excise 7 apperred before 


us, all with quite legitimete arguments 

for instance, people who manufacture shaving 
soap and find it taxed, whereas other soaps are not, 
there, is argument in every case. We have got in the 
neighbourhood of about 200 million of excise tex that 
is all covered with equally good arguments to what you 
areypresent.inge. 

Have, you any recommendations to give to us 
as to where we are going to get that revenue now? O 
anothex question: Have you any thoughts as to what 
should be the deciding factor as to products thst 


should be taxed higher than others? 
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MR. MORRIS: If I may k for/some clarification 
here on this point, because I am not clear in my mind, 
excise tax to me has been a tax levied for a specific 
purpose, that purpose being primarily to discourage the 
sale of the particular product or classifying it in 
such a manner that there is some discouragement factor 
there. IS this in fact correct; or is it not? 

THE CHAIRMAN: I haven't got the vaguest 
notion. 

COMMISSIONER WALLS: I have never heard this 
before. I don't think anybody would want to discourage 
anyone using shaving soap or matches. I think we have 
had two concepts put before us; one it was a luxury tax 

other that 
and ¢he/it was on a number of articles onauhich theitrade 
could bear an additional tax, and perhaps the second 
is the more logical of the two. 

MR. MARRS: Well, may ELvask-the question a 
little differently. We have over the period of the last 
few years removed excise tax from other products, on 
refrigerators, ranges, laundry equipment -- we have re- 
moved it from automobiles. Why did you remove it from 
those and not on television? 

COMMISSIONER WALLS: Fortunately we weren't on 
the Royal Commission at the time. 

THE CHAIRMAN: ag the Minister of Finance. 

MR. MARRS: I wouhd thinkeifeonetwere to seek 
deeply into the reason maybe the same reason could 
apply to our products. 

COMMISSIONER PERRY: I think this was a tribute 


to the high cultural level your industry reached, much 
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higher than stoilet soap. It is the sort of attribute 
you could do without. 

MR. MARRS: The effect of excise duties on 
a high unit value is, of course, greater in one sense, 
certainly in affecting its ability to compete against other 
products in the same field, T am nee In a position to 
Speak about such things as detergents or bleach. 

MR. GARDNER: We can say excise tax was levied 
on our consumers product as a war-time measure, presumably 
for the purpose of curtailing production. 

THE CHAIRMAN: I think your representations 
on these matters should be taken elsewhere from here. 

We are limited in the task which is assigned to us. It 
is up to you to carry on. 

MR. GARDNER: We recognize that, Mr. Chairman. 

I was anxious that wherever we might have some sort of 
reception our point should be made. 

THE CHAIRMAN: That is fair enough and we are 
very grateful to you for bringing this up. It is somethin 
we are most concerned with. 

MR, HARRIS: May I just read a sentence or 
two to you. We haven't incorporated this statement in 
this particular submission. I think it has been made 
by other organizations. Nevertheless it is the basic 
philosophy that we hold in this connection: 

"Tf in the next budget the 15% excise 

tax could be eliminated the end result 

would be increased sales, higher production, 

a better industry contribution to the 


unemployment problem and an increased industry 
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"capacity to take a larger share of the 

new crop of job seekers released each year 

by our schools and universities. In 

addition, the Federal Government would 

benefit from increased sales tax, cor- 

poration and personal income tax revenues." 
In other words there is a pretty substantial advantage. 

COMMISSIONER GRANT: I want to refer to some- 
thing that came up briefly a little while ago. This is 
a question of research. First of all do you find that 
the research of the industry is handicapped by the 15 per 
cent excise tax? 

MR. MARRS: Are you referring... 

COMMISSIONER GRANT: For instance, in your 
own company, Canadian Westinghouse, do you carry on your 
own research here or is it entirely.... 

MR. MARRS: I just want to make sure that 1 
understand how you define the area of research. If 
we are talking about consumer products or are we talking 
about electronic defence research? 

COMMISSIONER GRANT: We are talking about the 
manufacture of products development of new products. 

MR. MARRS: Consumer product or electronics? 

COMMISSIONER GRANT: Let us narrow it down. 

MR. MARRS: May I first try to answer this 
way: you specifically asked about our company. Our 
company is decentralized and in the electronic field we 
have three separate divisions, one of which is concerned 
with the manufacture of tubes, one which is concerned 


with electronic defence work, doing much work with the 
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Federal Government, and then my own area which concerns 
consumer products. Are you asking the question and dir- 
ecting it specifically to consumer products? 

COMMISSIONER GRANT: I am referring to the 
first and second. 

MR. MARRS: Our company does do considerable 
research in Canada concerned with the electronic industry 
in total. 

COMMISSIONER GRANT: For instance, do you 
do research in coloured television here? 

MR. MARRS: No, 

COMMISSIONER GRANT: You rely on your parent? 

MR. MARRS: That is correct. 

COMMISSIONER GRANT: We hade before us about 
two weeks ago representatives of national companies, 
many of whom the parent company was foreign. I think I 
may just use this case to stray away from the brief: 

a bit and to ask you if you would wish to comment on 

it. In regard to your export trade do you find that 

you are entirely free to compete for export trade against 
your parent company? 

MR. MARRS: In our particular instance, and 
I can only speak for my own company ain this regard, we 
are completely free. The problem arises from the fact 
that in many instances the product that we are attempting 
to sell, export to foreign markets, is close to identic- 
al and therefore we find it increasingly difficult to 
compete. This is more applicable really in the appliance 
field, what they call the brown goods, the furniture 


type -- you can make extensive differences. We do in 
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our cabinets. The cabinets containing television sets 
are entirely designed, styled and made in Canada and 
have no similarity whatever with the American form, so 
therefore moving into that market we have sufficient 
difference that we can stand directly on our own. 

While we are completely free in every area 
naturally those areas where we can be most effective 
is where we have some preference in duty. 

COMMISSIONER GRANT: It was also pointed out 
at the same time you have an advantage in that the paren 
organization had set up, for instance, a sales organ- 
ization abroad which is available to you at less cost 
than if you had to do it yourself. 

MR. MARRS: Yes, in fact this is so in our 
company. We do, of course, have an export division in 
Canada which sells our products abroad. In some areas 
we use the services of our parent export company. 

MR. GARDNER: Could I present one variation 
on that speaking on behalf of R.C.A. Victor. Our prob- 
lem is not the same as Canadian Westinghouse in that 
the productswe manufacture for export are generally 
those which are not manufactured by our parent company. 
They have assigned certain capabilities to us and said 
you shall make this product and export it as you see 
fit, but don't duplicate what we are doing. 

COMMISSIONER GRANT: Would the majority of 
it be within the Commonwealth? Is that where you look 
for your principal markets? 

MR. GARDNER: Elsewhere. 


COMMISSIONER GRANT: World-wide? 
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MR. GARDNER: World-wide. 

MR. DUNN: I think as a general broad 
statement to answer your specific questions there are 
no restrictions imposed by our parent companies that 
Say specifically you shall not go into this market so 
that the restrictions are self-imposed by our own limit- 
ations by what we can offer these markets. I think this 
is generally true of the companies I have talked to, 
they will follow a specific product until it is an 
identifiable Litem and then it will find its way 
into the American markets. 

COMMISSIONER GRANT: Thank you very much 
for your answers. I did feel when I asked the question 
that perhaps it wasn't entirely within the purview 
of your brief, but your answers have been very interest- 
ink. 

THE CHAIRMAN: Mayywe move on to income 
tax. In income tax I would refer to paragraphs 27, 

28 and 29 in which you speak about export incentives. 
There has been a great deal of talk about that in 
Canada. As you probably are aware the argument as 
between the type of incentive which has just been re- 
moved from the Act and which related both to exports 
and domestic production as against export incentives 
has been it is probably advisable to provide incentives 
for persons competing with imported foreign products 

as compared to providing incentives to sell Canadian 
goods on the export market. I think that is the reason 
why the previous incentive was there in the way it 


was. Do you see greater merit in the export of Canadia 
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goods than in reducing imported goods with Canadian 
produced goods? 

MR. GARDNER: I would think so. I would 
think the field for export is much larger than the field 
for reducing imports. I think practically all the 
members of the electronic industry have had a programme 
for many, many years of reducing imports, making in 
Canada, buying in Canada. I suppose you ultimately reach 
a point where there is an irreducible minimum, 

THE CHAIRMAN: Do you believe that some 
form of tax abatement to encourage exports could be de- 
Signed which would not conflict with the General Agree- 
ment off Trade and fariffs? 

MR. GARDNER: I confess I have wondered 
about that and I don't know the answer. 

THE CHAIRMAN: It is a difficult one. 

MR. GARDNER: It is a very difficult one. 

THE CHAIRMAN: The word in there seems 
to be "subsidy", and whether tax abatement is the same 
as subsidy I would like to know. Have you any opinion? 

MR. GARDNER: I would confess this is the 
reason that we took the opportunity of quoting Section 
4O A. This was the Section already in the law. We 
were hardput to come up with any valid suggestion that 
relates to export but Section 40A seemed to be in 
there. 

THE CHAIRMAN: I don't think it is too hard 
to work out the mechanism, 

MR. GARDNER: I wouldn't think 80. 


THE CHAIRMAN: Various countries have pro- 
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vided export incentive by way of income tax incentive. 

MR. GARDNER: Yes, 

THE CHAIRMAN: The formula is not too 
difficult. I am uncertain whether the principle would 
get us into trouble or not. 

MR, GARDNER: I assume having quoted 
Section 40A it must be legal. 

THE CHAIRMAN: Are there any other question 
on the matter of tax incentives? 

COMMISSIONER WALLS: There is one question 
that rather disturbs me again. I mentioned it previous- 
ly. If you are dealing with sets you can use export 
incentives, but if you are dealing with the context of 
your briefs, dealing with tubes, do you really think 
it is possible to get any form of incentive that would 
put you in a position of competing with a product that 
costs you $1.00 when you admit other exporting countries 
8 36 cents? . 

MR. GARDNER: When these paragraphs were 
inserted we didn't have tubes particularly in mind but 
rather the heavy apparatus. 

MR, DUNN: I think we could find more 


which we can offer 


products within our broad area 7 
for export if we had such incentives and did so compet- 
itively. 

THE CHAIRMAN: Such an incentive being a 
rebate of income tax, is that what you mean? 

MR. DUNN: Right, sir. 

THE CHAIRMAN: I was wondering whether 


a rebate of income tax would have that kind of effect. 
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After all income tax is Something paid on the profits 

of the company. I suppose it is true when one sits 

down and measures the benefits you get from export trade 
you must take income tax into consideration, and probabl 
it is done. 

If the income tax were abated on export 
trade do you think in most cases that would represent 
the kind of difference that would put people into export 
business? It would seem to me that it wouldn't be as 
effective as fixed cost that would come in irrespective 
of whether you made a profit, am I correct? 

MR. DUNN: Yes. I would say there may be 
better answers, or maybe combinations with this to have 
the right answer. It is not a black and white case, 
are we going to do any exporting at all. It is a case 
of how much exporting. All of us are doing some ex- 
porting. How far can you go in doing this depends how 
much incentive is provided. 

THE CHAIRMAN: You feel if you weren't 
going to pay income tax on the profit that came from in- 
creased exports, you think these increased exports would 
occur? 

MR, DUNN: Yes, cit would be more likely 
to increase. Mind you, you can assimilate in this area 
how far do you break it down as to where your income 
comes from. 

THE CHAIRMAN: From the Government's point 
of view a. concession in tax is something designed to 
giveout certain benefits. We are uncertain to what ex- 


tent this measure would give these benefits, the exports 
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would increase. 

MR, HARRIS: Here we refer to over 
the Rast: period, 

THE CHAIRMAN: It would increase even 
with present tax rates, The Government must decide 
whether it is valuable to give these concessions to 


get some increase, 


COMMISSIONER PERRY: I heard representativ 
of international companies make argument that the parent 
might deliberately put more production for export into 
Canadian subsidiaries if there was such a concession, 
Does this sound like a plausible sort of line for your 
present group? 

MR. GARDNER: I think that might be one 
minor circumstance, There would be a lot of other cir- 
cumstances that would determine whether an article 
was manufactured in Canada, 

COMMISSIONER PERRY: I remember one case 
where Canadian management was positive that a very large 
amount of business would be put into the Canadian 
subsidiary if this were the position. 

MR. MARRS: It would depend to a considerable 
extent on the present income position of the parent 
company and the subsidiary. 

COMMISSIONER PERRY: Oh yes, I am not say! 
this would become the... 

MR. MARRS: There would be other things 
related to this. 

COMMISSIONER PERRY: ...absolute governing 


factor, but in some situations it might have that 
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effect. 


MR. MARRS: I think under certain condition 


it might occur, 

MR, GARDNER: Presumably if everything 
else were equal this might occur. 

COMMISSIONER GRANT: Consider for a moment 
if you will, the market of the United Kingdom. I should 
think in the product field, television, radio and so 
on, that this would be aahighly competitive market for 
Canadian imports. In the household appliances the 
impression is that they haven't made the same strides in 
developing household appliances, refrigerators and so 
on as we have in this part of the continent, in this 
part of the world, What has been the experience, would 
you tell us what has been your experience in the 
export of household appliances to the United Kingdom? 
Are you able to compete successfully there? 

MR, MARRS: I think, Mr. Grant, first of 
all it is important to 8 that the market 
in the U.K. demands a dgomewhat different product than 
is produced here in Canada in terms of size, in terms 
of different features. The type of product we produce 
here in Canada in appliances, a major appliance, fits 
into the so-called luxury market in the U.K. which 
approximates about 4 per cent of the total market. 

This is a market that the U.K. manufacturers don't 
participate in, don't go into. It isn't sufficiently 
large at this stage in development for them to tool 
up for and so on, They have that market at the moment 


it is fairly free. The movement of some facilities from 
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Canada over there where they actually produce themselves |-- 
as an example in the United Kingdom the average size 
refrigerator is 6 cubic feet. We don't even produce 
6 cubic feet refrigerators, Our smallest in Canada 


usually is a 10 foot refrigerator, 
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So, therefore, we don't meet the mass 
market nor can we hope to meet the price. 

COMMISSIONER GRANT: The ones that give 
the larger unit? 

MR. MARRS: Yes. As their requirements 
increase, obviously they are going to manufacture those 
and this will start to squeeze us out of the market. 

It is becoming increasingly apparent to me that your 
ability to compete in these markets is much better in the 
luxury class where you are not so sensitive to price, 

COMMISSIONER GRANT: But your volume is 
much more? 

MR. MARRS: Well the matter of volume, 
of course and labour costs and everything else, trans- 
portation, all of these things are factors in the ul- 
timate cost of getting the product to the market place, 
so that we as an industry, and I am talking major app- 
liances, are certainly most effective in striking at 
the so-called luxury market; a very small segment. Of 
course, in larger populated countries, this can still 
be a considerable market. I don't know whether that 
answers your question. 

COMMISSIONER GRANT: My question really wa 
posed to bring out whether or not you find yourself 
competitive to-day uunder our existing tax legislation 


with such a market as that? 


MR. MARRS: Well again we are not really 
competing against like products. They are sufficiently 
different that the spread of price between a G cubic 


foot refrigerator in the U.K. and one we send over, which 


. 1 vi Oy 8 2 . 
oan ree ’ 1 N * 3 ; 
N 1 7 
ae, ha ; 
1 ace — all 3 
3 eee a een — 
A ea aOR DONC 22 om 
en — 
7 ad —— 
stasmpaopet ted oh) Bek e en 
| eked. Auges Uu ot Sate 848 yon? yLawetvdo ,sssetont 
Pe beben ede 20 ave" il Ssgeshs oF oiede kfb. and hes 
| un dads om 02 J nensdds vigntaseront guimosed si 41 
Sti at retded um af sss h * oοο od ytitds 
esixc of avidtanse oa Jon e Mey ret essio NUL 
| 
| 
) 
! 
; 
. 
| 
) 
) 


at SLO To tua UA NMT 
dom floun 

mute io Teds en ILS zen am 
eset) .sels anbiityrevs bas edeoo Todt Sas e To 
Ie eft nt S sis santdd S Deo Ife not ggg 
sl Neem sat} o Jouboxq es States to taco eden 
sage totam suf s ms T bas .Witeubat of 88 SW gad? os 

| +s SUA at svicvostie % ats 818 ,asonslt 
| 10 Fasses [lame yrsv 8 SMR VAN fieliso-o8 edt 
Ita sco wind Senn Osteleqng yertei at rh 
jst enden word g'mob I . decree sidsrebieacs s ed 
—— DN STowens 

aw vitae A EUS yi : THAAD ANMOTERIMMOO 
Trendo Du soy Jon wo lden 300 Sate of bowod 


wolvsfetge! wen ate wwe han. *eb-od asses 


| 


oel os Jovian s sowe 3 


giles: don sts sw Es iied s@RHAM .AM 
uUltneisttive sus Ver .etoubong tf tentegs ewes * 


rh 


otdyo 2 8 fieewted std t9 n. oti tants | 3 


4 


W . a ee witty an+ mt end: 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 5519 


is a 10, naturally has some effect on our ability to 
attract the consumer away from a 6 to a 10 at an addition- 
al cost which, naturally, is to some degree a profit. 
THE CHAIRMAN: Thank you Mr. Knapp, 
gentlemen, You have been very helpful to us indeed, 
I think we understand the points that you have put be- 
fore us. If you think we have missed something, now 
is your chance to say so, otherwise we will consider 
that we have covered everything and we will continue to 
ponder what you put before us. Thank you very much 
indeed. 
MR, KNAPP: Thank you. 
THE CHAIRMAN: Mr, Secretary is that all? 
THE SECRETARY: May I enter one brief into 
the record? The submission of Professor Michael J. 
Hare of the University of Toronto, which I would like 
to enter into the record as Exhibit 261. 
We will now stand over until the 25th of 


November at 9:30. 


---EXHIBIT NO. 261: Brief of Professor Michael 
J. Hare of the University of 
Toronto. 


---Whereupon the hearing adjourned until November 
25, £963 at 930 K. 
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Ottawa, 
November 25, 1963 


--- On resuming at 9.30 a. m. 


THE CHAIRMAN; Mr. Secretary, this brie 
was due to start this morning at ten o'clock. We are 
all here, so I think we might as well start now. 

THE SECRETARY: Thank you, Mr. Chairman. 

Good morning, Commissioners. the brief 
to be presented this morning is on behalf of the Club de 
Hockey Canadien and Maple Leaf Gardens Limited. 

This brief is being presented by Mr. 

@. Ross McPhee, Chartered Accountant, who is here this 
morning to speak to the brief, which I would like to 
enter in the record as Exhibit 262. 

=o~ EXHIBIT No. 262: Brief of Club de Hockey 


Canadien and Maple Leaf 
Gardens Limited. 


THE CHAIRMAN: Good morning, Mr. 
Me rnes:., 
MR. McPHEE;: Good morning, sir. 
THE CHAIRMAN: We have received your 


Submission with interest, and we will have a few question 
to put to you. 

You are a practising accountant, and am 
I to assume you have been retained by these two 
organizations, the Club de Hockey Canadien and Maple 
Leaf Gardens Limited to put forward this on behalf of 


their employees who are professional hockey players? 
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MR. McPHEE; That is correct. 
THE CHAIRMAN: And your clients are 


the two clubs mentioned? 


MR. McPHEE: Yes; for the purpose of 


this submission. 

THE CHALRMAN: Yes; thank you. 

Before we address ourselves to the 
Submission, have you got anything you would like to 
put before us in addition to what you have here? 

MR. McPHEE;: Yes. I would like, 
of all, to indicate to the conclusions put forward in 
the summary of contents. 

I submit that the professional athlet 
pays more income tax over his lifetime than does nny 
other profession, due to a combination of premium 
earnings and the graduated tax rates. 

My recommendations are that, taking 
into account various factors such as the careers of 
professional athletes and their life time earnings 
potential, they be permitted to file separate returns 
income on which they would report only income derived 
from competition in professional athletics. 

While I am representing only hockey 
clubs, this submission deals with allprofessional 


athietes and should not be taken as dealing only with 


tyre 


e 


hockey players. This is important, also, in the cage 


of say. football players. 


-- A short recess 
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THE CHAIRMAN: Well, Mr. lePhee, where were we, 
do you remember? 

MR Me PIB: Les, Mr Sherman, bar 1 should 
Lake Fo recap a Tittie. The point TI wes making was 
thet the progressive rate structure of our tex system 
results in inequities. The professional athlete is 
the best example to point up the inequities of our 
progressive rate structure’. 

There are several factors to fae into account 
as to why I feel that professional athletes should get 
preferred. treatment, spéctail treatment >* Parstly, the 
proressional athiete‘svfifev’iscdairectiy related to his 
physical capabilities, and that life is short. 

Secondly, his physical cepabilities deterior 
Kön ages ene, 4 Tractor ve hien he hes ne Sentro. 

Thirdly;"hnis*earnings during his professional 
career are in inverse proportion to his age span when 
compared with other people who earn their income 
gradually over their lifetime. 

And lastly, the professional athlete, by 
contributing to his profession during the years twenty 
to thirty years sacrifices his education and business 
experience during that time, so that et the end of his 
professional career he is ill-equipped to earn other 
than very ordinary income for the rest of his life, with 
the result that the professional athlete does pay more 
income tax during his lifetime than the average person 
even earning the same income. I think that is basically 
my case, but I would welcome any questions you might 


have in this regard to cover other points which will 
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16 come up. 

2 THE CHAIRMAN: Thank you, Mr. McPhee. You have 
3|| compared the professional athlete with the average tax- 
4| payer, pointing out that he pays more taxes on the same 

5] income. J wonder if it is a fair comparison to work 


this out having regard to the average taxpayer. The 


an 


7| professional athlete is physically better equipped than 


the average man, and in a strong body one usually finds 


0 


a strong mind. I suspect that most professional athletes, 


\o 


10 after they graduate from their professional activities, 
11|| generally earn more than does the average man. nave 
124 no idea what they all do, but one sees evidence of this 
13] in employment eas radio announcers, running sporting goods 
14 stores, coaching teams, and so on, most of which 

15 activities are better paid than the average taxpayer. 

16 4m I not correct in that? 

17 MR. MCPHEE: In my experience in the past two 
18 weeks, Mr. Chairman, when I have had an opportunity to 
19|| discuss the nature of their activity after their 

20|| professional careers have ended with a brief number both 
21 of retired and active players, I came to the conclusion 
22|| that the professional athlete does not on the average 

23|| earn more. 

21 Now, to add to your list of pos d- professional 
waa career earnings, I could “suggest taxi drivers, tavern 

an4 keepers, ‘waiters; ee. I do not entirely agree with 

27 your statement that a sound mind follows from a sound 

28 || body. Most of the people I have dealt with I would 

29 rank as almost less than average as far as a sound mind 


3 is concerned, comparatively speaking. 
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A great many of these people, while we have the 
situation that the football players generally go to 
college in the United States, or even in Canada, the 
experience there is that most of them have taken a very 
Simple course of education, perhaps physical ducat ion. 
One majored in geography, but in each and every case 
they concluded that after their professional life is 
over the best prospect 9 could hope for for a future 
career would be in the teaching profession, perhaps as 
a coach. They have to start at their age, be 1t 30 
or 32 years of age, perhaps to increase but at least 
to complete any academic ventures they have started, and 
they must start low on the scale, with high schools or 
even with public schools, so as to start out on a coaching 
career, 

THE CHAIRM{N: Thank you. I wish you could 
provide a little stronger support for the fact that you 
believe your average earnings would be 34,365.00, which 
is the national average. 

MR, MCPHEE: With the assistance of Mr. 
Clarence Campbell of the National Hockey League, I have 
prepared a questionnaire which is currently being 
circulated Foil retired, hecken players, The 
questionnaire is designed basically to find out what 
their income level is, but time has not permitted the 
calculation of any results at this stage. 

In speaking with him though, we did run 
through the entire 150 people, and I would say that he 
was intimately acquainted with almost 100 of them. He 


knew what they were doing at this time, and generally 
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speaking what their condition Mas. 

As I say, all I can offer at the moment is an 
impression, but the impression is that of these 100 
people of which he was aware there were only ten who had 
business interests which might produce income. Others 
might appear on the surface to have business interests, 
such as, if I may think of an example, a tavern owner; 
but the situation in the particular case was not that 
he owned the tavern; he was financed by other people end 
his name was lent to the organization, and he drew but 
a meagre salary. That is one example of appearances in 
some cases being deceiving. 

There is no doubt whatsoever that some 
professional athletes do earn a good deal better than 
the average income after their professional career is 
over, I can think of the case of one or two in this 
situation, but here again appearances are deceiving. I 
think Rocket Richard is a good example. He is indeed 
a well known person in Montreal and his name is traded 
ine ae lob of circles: He has definite employment, but 
by his own admission his business ventures have been 
wracked with failure during his career, 

COMMISSIONER WALLS: Earlier on in your brief, 
Mr. McPhee, you stated when talking about the average 
professional hockey player you include the professional 
in both major and minor leagues. Then in Appendix C you 
say that the average professional hockey player earned 
$14,415.00, and then further down you state that there 
are 461 active professional hockey players. 


With regard to $14,415.00 a year, I assume from 
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the statement you have made that that is the average 
earned by a11 professional hockey players in both 
leagues. What, then, would be the average income in 
the National Hockey League? 

MR, McPHEE: I admit, sir, to an error. The 
average of $14,000.00-odd is not all professional. That 
is the National Hockey League. 

COMMISSIONER WALLS: That is the National 
Hockey League,is it? 

IR. MCPHEE?” Yes,” sir. 

COMMISSIONER WALLS: I thought that was right, 
but by your statements throughout the brief it led me 
to believe otherwise. 

The other question I should like to ask is 
this. Do you recognize that what you are asking 
for athletes esd BEB PS Wade equally available to 
anyone who has fluctuations in income? If "that+is 80, 
should it not be worked in reverse? For ins tance, 
rather than a heavy salary which the athlete makes in 
his early years, for the same number of years or a 
greater number of years a young doctor makes nothing. 

not then 
Later on in life, should he fee able to average back to 
cover these ten years in which he made little money, by 
the same token as you want to average forward for the 
rest of the lifetime for an athlete? 

MR. MCPHEE: No, sir, I do not believe so. I 
think there are two factors involved. First of 211, 
the doctor enters into his profession or his studies for 
his profession with both feet on the ground. He is not, 


I do not think, swayed. To put it this way, he knows 
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that he will be earning premium income in his later life, 
He chooses medicine as an outlet not only for his own 
abilities, but fully cognizant of the income level which 
he might attain during his entire lifetime. That is, 
once he has finished his education. 

Generally speaking, doctors would commence at 
age 28 and go to age 63, according to the figures set 
up in Appendix A, which gives him a working span of 
thirty-five years, On the other hand, the professional 
athlete must start his professional career at a very 
early age, I would say when he was 14, 15 or 16. Then 
he knows pretty well whether he has the talent and 
potential to enter into a professional career, us 
Suggest that at this age a boy is swayed by the idolatry 
of the public at large. There is also the increasing 
commercialism attached to professional sport, and 
naturally the opportunity to make a large income. 

But here again I am not so sure -- at least, 
none I have spoken to weighed all these factors together when 
they entered professional life. They realized that it 
was short and that the money was exceptional. Whether 
it was because they chose professional athletics as 
their career rather than something more in the arts and 
sciences [I think is given ill consideration at that 
stage. 

I also agree with the other point you made, 
that income, what I call premium income, might be 
averaged. In this situation I have recently come 
across the new federal income tax bill in the United 


States, which provides averaging almost on the same 
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basis that I have set out. If I may just quote: 
"The new averaging relief 

applies to all individuals, with 

the few exceptions stated below. 

In practice it will primarily 

benefit professional persons, 

athletes, artists, and authors", 

This income tax bill has passed the House of 
Representatives, and it is now awaiting debate in 
Congress in the United States. This is recognition of 
the fact that there are peak earnings attached in a good 
many professions. 

Let us take, for instance, an accountant's 
life; [or à lauyer s. He may have one year that is 
exceptional because of a set of circumstances, Perhaps 
he should be allowed to average. I say that this is 
where a progressive tax rate is almost implicatory in 
that type of income earning. 

COMMISSIONER WALLS: Just one more question 
which follows the statement you made earlier. While 
your brief is being presented on behalf of two hockey 
organizations, it is really presented on behalf of all 
athletes. There are a number of professional football 
players who are in the process of completing professional 
careers right now, and I was just wondering whether 
there is not a basic difference between hockey players 
and football players, in that a professional football 
player is an outcrop from a college education, even 
though you said that in some cases it is a very minor 


type of college education. Whereas hockey, perhaps, 
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starts in the outdoor rink and is into full swing before 
the fellow has any chance to get a higher education. 

So perhaps you have a different case for hockey than you 
have against other forms of professional sport. 

MR. McPHEE: Based on your suggestion, sir, 
that football is an outgrowth of an academic career, 

I am sorry I do not have an article with me today which 
was in a recent issue of "Look" magazine, where the 
emphasis was to put education back into football players. 
We read consistently every year of the academic 

scandals, if you wish, in the United States principally, 
where football players are taken into colleges under 

the guise of receiving education, and as soon as that 
semester is finished they drop out of college, or 
complete enough of their education to keep returning for 
a couple of years. 

The difference between football and hockey 
players, in my opinion, is this, that the showcase for 
football talent is the United States college right now, 
and, to a certain degree, the Canadian college also. 

Any person, I submit, who is seriously interested in 
professional football makes pretty certain that he is 
attached to a college in the United States, not 
necessarily so much in Canada, because the emphasis in 
the colleges here is not as great as it is in the 
United States. Again I agree thet the showcase for 
hockey talent perhaps is the junior hockey leagues, the 
so-called amateur leagues. It is a case of getting 
into organized hockey at the age of ten or twelve, and 


working up through the progressive system of the 
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Canadian Amateur Hockey Association. But I do disagree 
with your suggestion, sir, that football is an outcrop 
of university. I think that probably the reverse is 
true. 

COMMISSIONER PERRY: I realize that this would 
not affect your argument one bit, but pension plans, as 
you know, are one device for providing income. ad 
understand there is a pension plan in the National Hockey 
League. Can you tell us something about the nature of 
this plan? 

MR. McPHEE: I am not particularly familiar 
with 211 the details of the plan. That plan is a 
contributory plan. The athlete does pay in 3300.00 or 
$600.00 -- I think it is $600.00, if I recall from my 
last discussion with Mr. Campbell. The clubs themselves 
contribute an amount based on the salary in question. 

As regards the pension plan itself, I cannot 
really compare it with an ordinary pension plan of an 
industrial or commercial concern. I would say it is 
probably equally as good. But the one shortcoming it 
has, I think, is that it is still based on age 65 
primarily, where the professional athlete has, according 
to insurance statistics, actuarial tables, no real 
category. But the professional athlete may not get 
too much benefit out of this pension plan, which starts 
at age 60 or 65. He is eligible in the National 
Hockey League to start taking his pension at age 50, 
providing he has played three years in the National 
Hockey League as an active player. 


The pension at 50 is naturelly much less then 
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it would be if he stayed on until he was sixty, but 
that is the risk factor which enters into it. 

COMMISSIONER PERRY: Are there pension plans 
in any other area of professional athletics? 

MR. McPHEE: In Canada there is no pension plan 
in Cenadian football. ‘As far as other sports are 
concerned, I am certainly not aware of any. 

COMMISSIONER PERRY: You understand that the 
amount is fixed at $300.00 or 5600. O0, or something like 
that? 

MR. McPHEE: That is the understanding I have, 
air, but I-stand to be “corrected, 

THE CHAIRMAN: Mr. McPhee, I think I would be 
more impressed with this submission had it contained 
some provision for the logging up of funds, along with 
the levelling out of tax. Certainly our system is 
graduation, and one subject to such a system is certainly 
subject to disabilities. Perhaps those disabilities 
are more aggravating in the case of these people than 
in other cases, but we all suffer because our incomes 
go up and down. 

There are provisions in other countries that 
I am aware of where people who save a lot of money in 
one or two years are able to purchase some sort of 
annuity, thus logging up the money until later on and 
paying tax when they receive the money. It is usually 
regarded as being a cash receipt rather than an 
accrual, 

I would have hoped thet you could suggest to 


us @ way in which the tax might meet the flow of cash 
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to the individual, rather than just a levelling out of 
his tax account throughout his lifetime. It seems 
do me that apart from the actual circumstances you are 
setting up a notional form of tax, True, there rare 
precedents for this. I think the farmers and the 
fishermen are one, but it goes a lot further then that. 
In the interests of the professional athletes, in the 
case of hockey players you say that they do not have 
the opportunity for much education, so I should have 
thought that they might be better served by some 
deferment of their income, a long deferment, so that you 
can lower the tax assessment on the high income earned 
during their early years. If that were done it would 
merely encourage them to spend a greater amount of 
money, I should think. 

MR. Mc PHEE : Yer sir I Magreé 24.1 79014 Met 
take my submission quite that far, simply because I think 
this provides a vehicle where there are tax savings 
which are apparent, and to my wey of thinking it is 
still the choice of the individual as to what he does 
with his after-tax earnings. 

THE CHAIRMAN: I think you are right in saying 
that it is up to the taxpayer to do what he likes with 
his funds. That is only to some extent compelling, 
because the law, after all, does seek to tax his income. 
I would sooner see a system where he could match his 
tax to the flow of income, 

MR, McPHEE: My first idea was a tax that 
matched the flow of cash, but I discarded thet idea on 


the basis that I could find no justification for a fixed 
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rate of tax on income for professional athletes where 
it did not exist for anyone else. I am a hopeful 
advocate of the theory that our tax system will result 
in a flat rate tax at some future stage. The averaging 
provision which I finally decided upon was à means 
merely of alleviating the graduated rate scale and was 
in line with certain provisions of the Tax Act which 
seemed to favour averaging. 

THE CHAIRMAN: It provides the professional 
athlete with more available monies during the time of 
earnings. 

MR. Me FB: That is, correct, 

THE CHAIRMAN: Spending money or saving money, 
whenever it may be. 

R, Me PHEEs.« Yes. 

THE CHAIRMAN: That may be socially desirable, 
but I think it would be more socially desirable in the 
other direction suggested. 

MR, McPHEE: IT is tying up the tax saving 
for their future. benefit. 

THE CHAIRMAN: Which there is precedent for. 
Certainly pension plans do that. 

MR. McPHEE:., I agree, Is I, said before, I 
think this provides the vehicle for such a thing, but 
I think it would have to be something which the Leagues 
themselves can actively promote, I think there would 
still be the same reticence as there often is now to 
deductions from income for various things including 
pension plans normally participated in by the ordinary 


individual. 
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THE CHAIRMAN: I think there should be some 
responsibility in this regard beyond that for the normal 
person. They are inducing young fellows skilled in the 
game of hockey to play hockey, and from what I have 
heard their persuasive powers are very well developed. 
But when those powers are applied to youngsters of this 
age, I think they should do everything possible to see 
that the end result of all this is a happy one. 

rann es, Sin, I agree, ind I do not 
think anyone is more keenly aware of the welfare of 
hockey players than the club owners themselves and the 
league. To date the market (so-called) for hockey 
and football players is such, and for professional 
athletes themselves, that it is 8111 in a very 
progressive state where the athlete may not recognize 
the added value of receiving less cash now and more 


security over his lifer ite. I think it Is definitely 


progressive. As I say, dhe pension plan! itseif in 
the hockey league is new, relatively speaking. It 
will probably come to the football clubs too. They 


do not have as tight an organization at the moment as 
the National Hockey League. 

If I might just refer to this letter from Mr. 
Se Ike, the Managing Director of the Club de Hockey 
Canadien, he says: | 

"I have seen many very fine 

men come and go in my fifty years' 

connection with the sport and have 

always felt that the way they have 


been taxed has been gravely unjust. 
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Their careers are short and 

they have to drop back into very 

ordinary wage brackets at a time 

when all other professional men 

begin to reach the status of top 

men in their businesses, Doctors, 

lawyers and most other professional 

men continue to improve their 

earning power until they are well 

into their sixties compared with 

professional athletes, who finish 

earning big wages when they reach 

the age of thirty,then have to 

revert to considerably lower 

incomes", 

As an 1 vidu 1 both he and Mr. Smythe are 
keenly aware of the situation of their athletes and do 
feel protective towards them. In à good many cases 
now, instead of taking the young hockey players out 
of their home towns and high schools, they are providing 
inducements such as education facilities and employment 
for their families, if that is necessary. But these 
are still inducements to get the players as closely 
under their wing as possible. 

At this early stage in their careers I think 
the protection is good for the young player. But this 
is a developing thing, and I see it a long time awey 
in football at the moment, because the football clubs 
are still on the same basis protective towards their 


players, I do not think it has yet cracked that 
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barrier of being able to say: Me will pay you 
815,000.00, but have ten now and we will put five awey 
for you for your later years". The football market 
seems to be such that: "$15,000.00 is fine, and if you 
went to give me something else, add it on top", which 
does not make much business sense to the club. 

COMMISSIONER GRANT: I must say that Mr. 
Selke's use of the word "professional" in this letter 
is not comparative when applied to a hockey player and 
a professional man such as a doctor or lawyer. 

MR. McPHEE: I think I would go back to the 
Chairman's remark that perhaps Mr. Selke did take 
poetic license, but I think it is all part of his 
persuasive powers. 

THE CHAIRMAN: Are there any further questions? 
Then thank you very much indeed, Mr. McPhee. I think 
we have the point very clearly, and I can assure you 
that if will be considered, his 2s not the only 
suggestion which has been put forward to us on behalf 
of averaging. It is the only one as applied to 
professional athletes, but in some other areas there 
also seems to be a demand for averaging procedure 
beyond those presently applied. They are certainly 
matters we must consider very fully. We thank you indeed 
for your assistance, and we well recognize that it 
is something of importance to our tax laws. 

MR, McPHEE: Thank you, sir. 

THE SECRETARY: I have one brief I should 
like to enter into the record, sir. There was a 


letter received on November 14 from the National 
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Secretary of the Imperial Order of the Daughters of the 
Empire. I should like to enter this letter into the 
record as Exhibit 263. 


---EXHIBIT NO, 263: Letter dated November 
14, 1963 from the 
National Secretary of 
the Imperial order of 
the Daughters of the 
Empire. 


THE CHAIRMAN: Then we will stand over until 


9:30 tomorrow morning. 


---Whereupon the hearing adjourned.at 10:55 a.m. 
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pon Commencing at 9:30 A. M. 
THE CHAIRMAN: Mr. Secretary, it is now 
9:30. If you are ready, we will commence. 
THE SECRETARY: Good morning, Mr. Chairman 
and Commissioners. 
The first brief this morning is being 
presented by the Canadian Rehabilitation Council for 
the Disabled. This brief is being presented in co-opera- 
tion with the following organizations -- 
The Canadian Association for Retarded Children 
The Canadian Cystic Fibrosis Foundation 
The Canadian Heart Foundation 
The Canadian Mental Health Association 
The Canadian National Institute for the Blind 
The Canadian Paraplegic Association 
The Canadian Tuberculosis Association. 
We have here this morning, Commissioners, 
three gentlemen representing the Council to speak to 
the brief. mere is Professor A. M. Linden, Advisor, and 
associated with him are Dr. K. Armstrong, National 
Director of the Council and Dr. Roeher, who is We- 
Director of the Canadian Association for Retarded Cchi1d- 
ren. 
Mr. Chairman, I would like to enter this 


brief into the record as Exhibit 264. 


~--EXHIBIT NO. 264: Brief of the Canadian Re- 
habilitation Council for the 
Disabled. 


SUBMISSION OF 


CANADIAN REHABILITATION COUNCIL FOR THE DISABLED 
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Appearances: Professor A. M. Linden 
Dr. K. Armstrong 
Dr. G. A. Roeher. 
THE CHAIRMAN: Thank you, Mr. Sec- 
retary. Good morning Professor Linden, Gentlemen. 

Before getting to your submission - which 
we read with interest, I might say, Professor Linden -- 

I for one would like to know a little bit more about the 
Canadian Rehabilitation Council. I am reasonably familia 
with the Associations which are joined in this submission 
but I am not that familiar with your own. 

By its name I can understand it is dir- 
ected towards the end of rehabilitation. Would you care 
to speak to that? 

PROFESSOR LINDEN: I wonder if I might call o 
Dr. Armstrong to assist me on this. It is a rather 
new organization and Dr. Armstrong was instrumental in 
its creation. I think he might be able to assist. 

THE CHAIRMAN: Thank you very much. Dr. 
Armstrong? 

DR. ARMSTRONG: Mr. Chairman, the Canadian 
Rehabilitation Council is a merger of two former organ- 
izations, the Canadian Association for Crippled Children 
and adults, which is the organization that sponsored 
the sale of Easter Seals across Canada and the Canadian 
Foundation for poliomyéiitis, which sponsored the annual 
March of Dimes Campaign. 

The purpose of the merger is that they found 
that both organizations had the same basic purposes 


and objectives, the one in the area of children, the 
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Easter Seals, and the other in the area of adult dis- 
ability. The two Boards of Directors after a consider- 
able number of years of negotiating, felt that the 
administrative costs of national leadership, the unity 
of purpose and so forth and so on could best be served 
if the two organizations were merged. 

One of the objectives of the Canadian Re- 
habilitation Council for the Disabled is an attempt 
to work closely with the other major national health 
organizations in Canada to bring some unity of viewpoint 
among voluntary agencies interested in diseased and 
disabled groups. 

Of the organizations that are represented 
in the brief the Exectutive Directors form an informal 
committee which meets with us periodically and in which 
we discuss the common areas of concern which mainly 
are related to the re-establishment of disabled persons 44 
whom they are interested in back into the community. 

The merger took place in June of -- really 
it became effective in January of this year. So the 
organization is comparatively new and its name is not 
too well known yet across Canada. 

THE CHAIRMAN: Thank you, Dr. Armstrong. 
Do these agencies represent these major agencies in 
the area of health, or are there others? Its course 
is directed to rehabilitation, but I think most health 
agencies are also directed towards rehabilitation. 

DR. ARMSTRONG: Yes. There are two other 
agencies that helped in the preparations of this brief, 


but because of the time at their disposal they were not 


7 n ¥ va N 3 


; 7 a 1 . 
A N ; i 7 
’ 8 9 7 9 rs. 1 8 oa J 


— Sapiens 


. vertan 


eds cee aten sehe 50 set Yo a , 


eee seit een eren Yo Ge evivartetatahe 
he ed deed bive> de oe fine Minor oe! bas eee ‘to 
“ anten whew Raotdaetneyxo ow edt ‘Lt 

00 mubbeasd sit Jo wavltoetde edd te eno” ~ 
Satis me st beldeeh( ett ve Llomod' molsastiidad 
Met Tectok¢en det an h ety Hy e SSO wow of 
unt ty 10 ystan mor — ov SFD at enditestaegrto 
bos bangen nf bessten selonegs Yrederlov ances 
5 be beldsstb 

bonness age ora “sand erben end wits 10 

LANA e eee eee ee eee e ed e at 
fietziw ot Das CL Dube Mtw adeem aof set2lnmoo 


antun e reste PO esets mommoo edd eke ow 
it enearted befand to Faris fdedaower ed? oF Deister ors 


men edd ent Nond at * rens modw 
3 ben to emf nt satloq dood enen ‘wits 
| om) cf AN slay To Yasuda at ertese Me emoed If 
| Jon £L sweet 67/ Gas weet elevivetagnoo uf nolssaiaagto 
| „AES sreorss Jen awoml Iiew 000 
„cker 1 .woy samedi tKAMATAHD GHT | 
| se selonrems en sesds taesetqes setonegs eseds of 
| eee etl Vansdto etend oce Yo een to Bem efit 
| ‘WJfewt toon Ane i Sus ,woltesiftdadet ot beben et 
-Sottadlitdsde: ebtewot bedsearD eels ors esltonegs 
e owt evs erent .asY ?OWORTENMA AC 
/Isiud eldd Wo atoltemsgeny Gi at beqisH Jedd aetoasgs 


fen d weeds faasan d «ade «2 Sen od? Fa enmeannd sit 


By 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5542 


able to clear the final document with their Boards of 
Directors, so they withdrew from the list that appears 
on the cover of this brief. So there are really ten 
working together. 

As far as I know this is about the first 
time that the major voluntary health agencies have come 
before a body such as this with one point of view. 

THE CHAIRMAN: Do not bother standing up, 
Dr. Armstrong. 

A few years ago there was an organization 
which brought together all the health agencies. I have 
forgotten the name of it, but it had a great number 
of agencies. 

DR. ARMSTRONG: C. C. N. V. H. M. O. That organ- 
ization broke down because there is no one person who 
took continuing responsibility for follow-up or for 
decisions. The Board of my own organization in the 
Canadian Rehabilitation Council have offered to provide 
this service. 

THE CHAIRMAN: Very good. 

DRB. ARMSTRONG: So that when the agencies 
get together there is implementation. We take the 
responsibility for implementing decisions. 

THE CHAIRMAN: At one time Colonel Baker 
was responsible for this organization. 

DR. ARMSTRONG: That is right. 

COMMISSIONER PERRY: Do I understand these 
organizetions listed here are the members of the 
Cdimcil? The statement is that it is presented in co- 


operation. 
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DR. ARMSTRONG: No, they are not members of 
the Council, Mr. Commissioner. The organization struct- 
ure is a bit complicated. The rational membership of 
the Canadian Rehabilitation Council is made up of the 
Provincial Easter Seal Organization and the Provincial 
March of Dimes Organization across Canada. We are hop- 
ing that eventually these organizations will become 
associated members, but they are not full members. 

COMMISSIONER PERRY: I notice you also men- 
tion that the Gatiadian Cystic Fibrosis Association and the 
Cerebral Palsy Associations are affiliated with you 
for administrative purposes. 

DR. ARMSTRONG: Yes. One of the services 
that we are attempting together, and this is very ex- 
perimental at the moment,is to try and meet the needs 
of the smaller special interest groups which are main- 
ly preparatory and probationary by providing them with 
an administrating service so that the necessity of 
their going to the public for funds does not arise. 

We are serving the Cystic Fibrosis, Haemophilia, Cere- 
bral Palsy and Parkinson's. Those groups are served 
under our organization but they have a different re- 
lationship from these major national agencies. 

THE CHAIRMAN: I am rather surprised not to 
find Arthritis associated with you. 

DR. ARMSTRONG: Mr. Dunlop was very helpful 
as a matter of fact in preparing the brief and has 
worked with us right through. As a matter of fact 
he was at our last meeting this week. He represents 


one of the agencies that did not get it to his Board 
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in time. 

THE CHAIRMAN: I see. 

COMMISSIONER GRANT: On wage 54 you have 
there a list of affiliated organizations. Do I see 
there the Canadian Heart Foundation? It is on the cover 
but is it on page 54? 

PROFESSOR LINDEN: No, sir; it is not on 
page 54. Appendix No. 1 starting at page 53 outlines 
the different organizations that are co-operating in 
the brief. The Canadian Rehabilitation Council is the 
major sponsoring group. The other groups co-operated 
in the formulation of policy, but it was the Canadian 
Rehabilitation Council that authorized the production 
of the brief. The other groups are helping in its 
formulation and agreeing with its proposals. It is 
not really a joint brief in that the Canadian Rehabil- 
itation Council is more or less the major sponsoring 
group. 

But then there are all the other groups that 
are associated in it and which are listed, as you see, 
on page 54. The Canadian Association for Retarded 
Children is listed about the middle of the page with 
their abjects and their structure. They have helped in 
the instructions for the preparation of the brief. 

The Canadian Mental Health Association is on page 

55 about the middle of the page. Its objects and 
structure are listed. The Canadian National Institute 
for the Blind is on page 56, item (f) towards the top 
of the page. It is listed there with its structure 


and objects. 


ee 
wy? n 
8 ant E wren? 
avon" oT JE tmdtiekewe Pees aetbetsd edd eee 
— . 8 lh. dee esd oe tt at tod 
ho dom et 3: vite ,oW eee moeemtonT = 
| s6ntispo U suet ts galduade £ .oM ebnen „E 6380 
“ME Rotietoqo-oo ene dee eee eee eee edd 
Sat at Crone noltediitdsde® aathaned eff Ted edt 
ds GA TH- squéwe certo SMT .quorg guitoamogea tot mu 
apibeaed edd de 7h tud ere 10 aoltalumrot end at 
goitsobeat odd bemtvoadtus d Ltomwod notvedlitdaded 
att nt setqted evs equetys N’⅛r emt ö Ted and to 
al If -efsqoqo1g ett sitiw uten bas aolsalyarrot 
Teen gel methane) ed Jade? at tated not 8 yileex Gos 
aiiteanses Thea ecy , to etom ef fhonvod aortatl 
= (ors 


— 


tad? en ee eft Ife ex eee meds ted 


——— eee — 


eee oy an Retell eee dere ne tt ah began ons 


babaede# tol melvelooseA tms edt de esd no 
. ditiw epsq edt de bet ede os betvell et dH 


nt beqterd avec ysl .etitewite «fed? Das atoetdo Deng 


.tefad af? to eta edd tot asoltourseat odd 
onad mo at noltatooasé LAS LedasM netbeans) e 

bas efsetdo eft nnd eds to nn ond tuoda v 
scudttant Leto en asthensd off bedell eis eavdorrss 
gon ‘odd abrewot (1%) moth .3@ SM mo at Balle ord sot 


rates ett Malu eves? Sedet{ at SI .egeq en?’ to 


—— — ninnin 


Soest de bre 


is 


a 


ANGUS, STONEHOUSE & CO. LTD. 5545 
TORONTO, ONTARIO 


On Page 57 the Canadian Tuberculosis 
Association is listed. 

Is the Canadian Heart Foundation not in here 

Oh, yes, the Canadian Heart Foundation 
appears on Page 55, item (b), about one-third of the 
way down the page there, with objects and structure. 

Again we have tried to be very brief in 
the objects and structure of these organizations. Most 
of them have little booklets describing their work 
and their structure, but we felt for the purpose of 
this Commission it would be sufficient to just summarize 
what they do in their structure. I assume that is 
what you wish to have. 

COMMISSIONER GRANT: While you are the official 
spokesman for the Crippled Childrerfs Organization and 
also for the adult, the other organization 

THE CHAIRMAN: For the Canadian Rehabilitat- 
ion Council for the Disabled? 

COMMISSIONER GRANT: No. What I am trying 
to get at is that the Canadian Rehabilitation Council 
for the Disabléd is the acknowledged spokesman for two 
organizations, one the Crippled Children -- what we 
used to know as the Crippled Children's Organization -- 

PROFESSOR LINDEN: Yes. 

COMMISSIONER GRANT: And the other is the 
Adult. Lou give me the name. 

THE CHAIRMAN: Poliomyelitis. 

COMMISSIONER GRANT: Yes. 

THE CHAIRMAN: They have both been merged 


into the succeeding organization, as I undergtand 18. 
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COMMISSIONER GRANT: That is what I want to 
have. I understand that to be so. It is, I believe, 
hoped that these other organizations will enter into 
the Canadian Rehabilitation Council on the same basis 
as the original two havéi entered it; is that right? 

DR. ARMSTRONG: Not on the same basis. 

I think it is recognized that the organizations listed 
on the brief are concerned with major health problems 

in Canada. We think they will become associated members 
rather than simply lose their identify and enter the 
new organization. 

COMMISSIONER GRANT: Full membership is not 
open to them? 

DR. ARMSTRONG: No. I do not believe they 
would desire it and I do not think it would be in the 
best interests of our organization if this took place. 

COMMISSIONER GRANT: So when W e for 
funds to the public the organizations which 150 listed 
on the front cover as co-operating in this brief 
will continue to make their separate appeals? 

DR. ARMSTRONG: Yes. 

COMMISSIONER GRANT: Whereas the appeals 
which have been carried on in the past by the March of 
Dimes on behalf of Crippled Children and the adult 
Poliomyelitis Organization will be merged in the Canadian 
Rehabilitation Council? 

DR. ARMSTRONG: Yes. 

COMMISSIONER GRANT: Thank you. 

DR. ARMSTRONG: Our concern is not to follow 


the United Appeal pattern. Our concern is to try and 
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promote coordination in thinking and conservation of 
services and resources, so that there is no overlapping 
of services and no obvious gaps in services. 

THE CHAIRMAN: I have been the President 
of the Canadian Welfare Council. You are trying to pro- 
vide the same services in the health field as the 
Council provides in the welfare field, I think. 

DR. ARMSTRONG: That, I think, would be 
the closest pattern. I think we are dealing with per- 
haps amore independent group than the Welfare ebuncil 
groups. 

THE CHAIRMAN: I do not think you know. 

I must say my reading of this I think led 
me to understand perfectly clearly the philosophy behind 
your requests in here and in the main what your requests 
are. My major difficulty -- and I have not discussed 
this with the other Commissioners; but I suppose they 
found the same -- is to be precise and to lay down 
rules which would be useful and workable. 

It seemed to me the right place to start 
looking for rules was with regard to what is disabled, 
because this is all directed at disabled persons. 

I thought perhaps a general plan and approac 
to this submission might be/consideredvafter discussing what 3% 
disabled, so that we understand that clearly. Then 
we could go through your specific recommendations, 
which only start on Page 16. Everything up to Page 16 

aE 
is introduction and general statement. I think that is 
the way we should proceed, 


PROFESSOR LINDEN: I have to admit, Mr. 
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Chairman, that this question of what is a disabled per- 
son has caused us more difficulty. We have met on fow 
or five occasions, the three of us and the seven, eight, 
nine or ten of the executive directors of these various 
groups, and what we were seeking was a definition that 
would encompass all of the people represented by tles e 
groups -- in fact even people that are not represented 
by this group but have disability, in order to get 
a common policy towards disability. 

As we saw the legislation heretofore there 
are certain groups of disabled people that seem to 
have been isolated for special treatment, mainly perhaps 
because they werécasily definable. This is the example 
with the Association for the Blind. It is not too 
difficult to define a blind person. Also they can 
determine the number of feet they can see, just as 
there is a certain method of determining who is blind 
and who is not blind. So it is rather easy to define 
a blind person and to define who is blind and who is 
not blind. 

Similarly with people with paraplegia 
and people who are, in normal terms or past terms, 
the word "crippled", it is easier to find that kind of 
person than it is to include people like the mentally 
retarded people with mental deficiencies and people 
with heart problems. 

Yet the common bond that runs through 
all of us is that we should be able to find some def- 
inition which would encompass all of these groups on 


an equal basis, and again we have had difficulty. 
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It is difficult to be precise when you are 
trying to incorporate all of these groups, and yet you 
have to be as precise as you can. But if you are too 
precise you leave people out. So the definition that 
we came up with, and again the reason we prefer it 
over the present ome which is in fact rather big too -- 

THE CHAIRMAN: It is on Page 50. 

PROFESSOR LINDEN: Yes, but the present 
definitions that appear in the various taxation studies, 
and there are other studies too on which they appear, 
they normally link the definition of disability with 
the ability to perform a gainful employment, the ability 
to engage in substantially gainful employment. 

We rather objected to this thing because 
again it was sort of like a means test definition, which 
is something that voluntary organizations would like 
to get away from. 

In future briefs to the National Health 
and Welfare Department we propose to deal with the 
problem of the disability allowance and problems like 
that which now are gauged to the ability to earn. 

It is our submission that there are people 
who suffer from disabilities and yet they are able 
to earn a moderate living or a reasonably substantial 
living. This in fact is a goal of these organizations.+- 
to try to assist people who are disabled to engage 
in meaningful employment and, hopefully, gainful employ- 
ment. But again the problem is that these people have 
extra costs because of their disabilities. They have 


to use taxi cabs; they have to use certain chemicals. 
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They have to consult certain medical experts more often 
than others. They have difficulty getting around. 

They have special emotional problems, special social 
problems. 

It is because of this that we suggest dis- 
abled people, if we can define them, deserve some special 
kind of treatment. 

The definition that we will come up with 
is big but again many definitions are big. But it rep- 
resents what we are trying to get at. We are trying 
to treat all of these people equally and we are trying 
to remove it from the ability to earn employment. There 
may be a man who is a lawyer who makes a decent Living 
and who is blind. Im fact I know two or three of them. 
But they are still disabled people in our view and 
they still deserve special treatment in taxation leg- 
islation. It may be that they should not be allowed 


certain donations, but that is a different matter. 
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“> Dtomay be that they should not be allowed 
certain donations but that is a different matter. The 
one we have come up with is this one, again, through 
a great deal of consultation and argument, the one 
formulated by Dr. Rusk 18 one whose mental and 
physical handicap is substantially and permanently lim- 
ited in the performance of the activities of daily 
living. Mental and physical handicap, we want to equate 
both mental and physical defects. 

One of the present problems with almost 
all legislation is that it does not take into account 
people with mental deficiencies, These are 25 per 
cent of all disabled people in Canada either mentally 
retarded or with some mental disease. It is our sub- 
mission they deserve treatment similar to what the 
blind people receive, similar to what the people in 
wheelchairs receive. 

The words "substantially and permanently 
limited", we do not want to include in our definition 
of people who are just injured in an accident and 
people who are sick for a short period of time because 
we think there is a difference between those people. 
Everyone, through their life, goes through some period 
of sickness or disability. Our groups are aimed at 
people with prolonged difficulty so we talk about per- 
manently but again not totally and permanently as 
exists in some of the present statutes, because if some- 
body is totally and permanently disabled they cannot 
do anything. These people are many and beyond the 


help we can give them other than provide care. 
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So far as rehabilitation is concerned, if 
totally and permanently limited, it is a contradiction 
of terms to say they may be treated to do work. The 
word "permanently" gets over the word temporary. We 
are not too happy with "permanently". The idea is con- 
tinuing. The present statutes interpret "permanently" 
in this way, permanently for the time being. 

And again "substantially" is a word that has 
of course been given a variety of meanings. It is 
a common word used in the statutes, and again we have 
to trust the group who is deciding this. It would be 
an administrative agency or a Court to make the judg- 
ment. It is an idea that is something more than just 
& slight limp or slight defect or slow learning or 
things like that. We want to get something that is 
major in proportion. 

The performance of daily living, the act- 
ivities of the performance of daily living is really 
the best test we could come up with. This is the 
heart of this definition of why it differs from the 
present ones. We take it away from employment and we 
say, how does this person go about dressing himself, 
feeding himself, clothing himself, how does he get 
around town, and it is this test that we would prefer 
to be used in determining whether a person is disabled 
or not rather than the work test, because again we 
all agree that some people who are disabled cannot 
earn a detent living and this is the kind of thing 
we wish to promote. We will want to give these people 


Similar taxation advantages to get to the point where 
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they are able to work gainfully and give them some 
little bit of taxation benefits to compensate for ex- 
tra expenses they have over and above all other 
people, 

THE CHAIRMAN: We are dealing with half a 
million people where one-fifth of the people in the 
class are and had to be looked at. It should be a 
definition which will either include or exclude most 
people, 

PROFESSOR LINDEN: This is the sections, 
sir. 

THE CHAIRMAN: Of course, I wonder where 
inconvenience of a bad leg uns substantial, In the 
performance of the activities of daily living, I 
think a wooden leg probably would. A stiff leg, knee 
joint that does not bend, where does that come in? 

DR. ARMSTRONG: It would have to be related 
to all the other facets in the makeup of the person. 

A stiff knee might be quite an inconvenience because 
of having a seddntary job but a stiff leg to a labourer 
would definitely be an interference to his performance 
of the activities of daily living. 

He would have to be retrained into a 
clerical job which would continue to be a limitation. 
Or an index finger to a policeman is an important part 
of his job. 

THE CHAIRMAN: His earning is limited 
which is only part of the activities of living -- the 
earning of income. 


If I had a stiff leg I could not play a game. 
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Would that come within your definition, the activities 
of daily living? I think it would perhaps. 

PROFESSOR LINDEN: Probably not, I wouldn't 
think. It has to be taken in the context of what is 
to be done. It may be that ore or two of your activit- 
ies of dally living would be affected. In fact, many 
of us have some things which we are not allowed to 
do. People who have had heart attacks are told not 
to exercise strenuously. It is not that kind of thing. 
It is the ordinary every-day thing. The job is part 
of it. But, it is getting around, getting dressed, 
eating, do you. need almost constant supervision in 
the things that you do. 

THE CHAIRMAN: Do not forget that whatever 
is laid down would be sub ject to test every day. 

PROFESSOR LINDEN: These things have to 
be hammeréd out on a case-by-case basis. We would 
have thought this definition would include most of 
the people represented by these organizations, but 
again there may be certain of the people who e 
services by these organizations which would not fall 
within this definition. 

I was talking to Dr. Roeher this morning 
on the train. We were worried about the children men- 
tally retarded just to a slight degree. We had a 
discussion about that, and would they come within 
this definition, are they able to look after themselves 
And we decided that maybe some of these people, that 
would become subject to your care, might not come 


within this definition. Again, certainly the heart 
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people who are not kept from doing their activities 

of daily living, But, we want to get beyond just the 
Job jahd. yet we do not want to get into the area that 

if somebody cannot play tennis or somebody has a slight 
injury or limp, somebody wears glasses, he would not 
come forward for this assistance because there you 
would run into some 20 per cent of the nation that has 
some kind of disability. 

The other parts of the definition sub- 
stant rial ly and permanently limited in the performance 
of the activities of daily living -- this word "substan- 
tially" gives you your guide. Just because it is 
hard for you, if you are a policeman, to point your 
finger to go if your finger is missing, is that sub- 
stantially interfering with eating and drinking and 
getting around. Just bacause you have a stiff leg 
and cannot bowl, does that substantially interfere 
With eating, drinking and getting around? 

THE CHAIRMAN: Activities of daily living 

PROFESSOR LINDEN: Yes. 

COMMISSIONER WALLS: I want to deal with 
the same subject in workshops. 

On Page 19, you ask for exemption of 
sales tax on workshops that employ these people that 
are physically disabled. I would presume that, quite 
justifiably, independent industries that employ them 
would have equal right to ask for the same exemptions. 
Do you agree with that if they were employed? 

DR. ROEHER: The workshops, with the 


exception of maybe two or three which are classed as 
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industries, are generally not industrial structures 
in the sense they employ people for the sake of providin 
permanent employment. 

Generally the workshops are training 
centres which have industrial settings. As the people 
work to a point of approximate work performance where 
they can move out, they should be placed in industry 
even within a sheltered condition and subject to 
work conditions and standards like anybody else. 

The typical workshop will cater to a person who uses 
that as the stepping stone or can seriously earn ten 

to fifteen, twenty per cent capacity. me difficulty 
is, although we call them workshops they are not that 
because you are working for a sub-marginal group, un- 
trained, that does not have the capacity and might 
better call them training centres, or treatment centres 
or something like this. 

One problem is to create some kind of 
industrial or working atmosphere. The second problem 
is to sponsor the voluntary help and to give them enough 
of a break to get going. When there is heavy taxes 
on everything that is bought, every cent made, it be- 
comes backbreaking. You don't get on your feet. In 
many of the operations it is too impeding to even 
afford proper training staff to deal with the job. 

COMMISSICGNER: WADLS: The point I am trying to 
get at -- an independent industrythat is willing to 
encourage these people, who have not ob the capacity 
to do such work to produce on an equal basis, to some- 


body who has all their abilities, are they not equally 
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entitled to deduction? 


PROFESSOR LINDEN: Yes. 

COMMISSIONER WALLS: Do you not run into a prob 
lem — what I am getting at is;I can see where somebody 
would start employing a lot of people who were crippled 
in the legs, and use them primarily in hand-operations 
and take advantage of the tax you are asking for your 
workshops. As soon as it is granted to your people, 
othendjemployers:) might believe they would have equal 
right to ask for it. I also believe there was a recent 
case in Canada where christmas cards, which are painted 

disabled 

by/artists with their toes, have been solicited by:mail 
for :.sabe;.. The Better Business Bureau have now looked 
into it and found it to be a foreign company whichsis 
using this means of exploiting thei. sellingvof Christmas 
cards. That would seem to me the danger of defining 
disability from disabled even within your own workshops. 

PROFESSOR LINDEN: Mr. Commissioner, I 
think that one of the answers and this is something we 
have considered in preparation of this brief, was to 
provide this exemption merely for non-profit workshops. 
This would get away from the business man who hires 
disabled people in order to take advantage of Government 
subsidies and take advantage of their ability to produce 
relatively well. | 

The reason we ask for this limited ex- 
emption is because of that problem, as you may know, 
in other nations I think in Britain, for example, there 
is a requirement that every industry hires three per 


cent of their staff from among the disabled people of 
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1 that country. This is one way of the Government assurin 
2 that disabled people have some work. We did not feel 

3 we could ask for that kind of thing. We thought our 

4 Government is not prepared to demand of industry to 

5 undertake this burden. We would have liked to ask for 
6 tax rant 8 to hire people who are disabled. Mat 


7 would help disabled people. We get into the area of 


8 abuse and the cost factor. 

9 A recent proposal that this Government 
10 was given was a little incentive to hire workers over 
11 45 who have been unemployed for a certain period of 


12 time. This may very well open the employment for people 
13 over 45, That Kind of thing costs money. We have asked 
14 for a limited thing because of workshops being relativel 
15 small in number and relatively small number of people. 
16 This kind of thing. People who cannot compete in ordin 
17 industry. You do not like to say this but they are 

18 passing the time of day, very often they are producing 
19 very very little of value. But, to give them the feelin 
20 they are doing something worthwhile. This is why we 

21 call them workshops rather than preatment centres. 

22 We do not want to make it obvious to 

23 these people that they are betag treated or helped along 
24 but they are doing something useful. It takes them a 

25 long time to do it. The thing is not profitable but it 
26 is this kind of organization which has recently grown 

27 up and it is growing very quickly. We askct& be helped 
28 only with the Government. one of the most import ant 

29 things that taxation legislation can do -- if all products 


3 bought by these non-profit organizations were free of 
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the 11 per cent sales tax and everything they sold would 
be free of the 11 per cent sales tax, this would in effekt 
give them 22 per cent subsidy. It would cost the 
Government a few dollars. That would make their operation 
that much close to keeping their head above water and 
we suggest this is an important kind of thing to promote 
that if anything is promoted by tax incentives it should 
be this kind of thing and should be on the basis of 
a non-profit organization that provide this service for 
all kindgof disabled people, the disabled person who 
can go there for a short period in order to get train- 
ing to acquire some skill and go back to industry as 
quickly as possibile. 

People do not desire to stay in shelter 
ed workshops. The objective of the sheltered workshop 
is to assist in training people that industry cannot 


afford to train. 
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COMMISSIONER WALLS: How can you define 
it being a non-profit workshop when in fact they sell 
on the open market the products they produce? True, 
they may sell at a loss, but they are still compet ing 
on the open market, are they not? 

THE CHAIRMAN: I think they are all supp-~ 
orted by donations, are they not, Doctor? 

DR. ARMSTRONG: Most of them are sub- 
sidized by donations. 

THE CHAIRMAN: The Crippled Civilians 
are, of course, and the Blind is. 

DR. ARMSTRONG: Industrial 4jprkshop. 

THE CHATRMAN: And Recreations is subsid- 
ized, I remember. 

COMMBSIONER WALLS: You would interpret 
that as being non-profit, because they get a donation? 

THE CHAIRMAN: No, that is not the test. 
It has to be proved by the Department as a charitibꝛe 
organization. 

COMMISSIONER MILNE: I think you men- 
tioned the Industrial Workshop in Winnipeg. I would 
think that certainly in some areas, particularly in 
the duplicating process, where they supply many firms 
with work people, this would be a competitive area. 

I do not really know what happens to 
the persons who are employed in the workshop. Do they 
go into industry or is this something that is maintained 
there? 

DR. ARMSTRONG: It is always the hope tha 


eventually they will be. We try not to encourage dis- 
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abled people entering the really competitive open labour 
market unless they are able to satisfy the employer. 

Under the Federal Coordinators Programme 
there is a subsidy on all training on the job programmes 
for a limited period of time. When the disabled Per- 
son has completed that he is supposed to be able to 
compete with his fellow employees. This is what we 
hope happens to people who go through the Industrial 
Workshop in Winnipeg. Sometimes it does not happen. 

Where the person is in training, usually 
because of his disability it takes him one-third as 
long again or twice as long to produce the mimeograph 
work. But the Industrial Morksp still tries to main- 
tain a standard that is acceptable to the customer. 

But it takes two or three times as long to get it throug 
the Workshop because of the disabilities involved. 

COMMISSIONER MILNE: But are many of 
these people absorbed into industry following the train- 
ing programme? 

DR. ARMSTRONG: In the particular shop 
you refer to they have been very suceessful in their 
placement programme. 

THE CHAIRMAN: The Toronto Civilians 
told me how many they had placed with industry. I 
cannot remember now, but it was a very substantial 
number and very successful. There would be no returns 
out of that at all. 

DR. ROEHER: Actually one of the reasons 
for arguing tax concessions is for lack of an alternate 


plan. In the instance of Workmen's Compensation their 


of eh eyt¢leeemes ee 2 * 
e tte of le * 8 
aan br er t Need Letrebet ed? re 


eve Ite me vhtedua s af l 


9 
* 
2 
0 
* 
rr 
rn 


r 


eiten ¢ N F l(eurt Yo batted Desi a vel 


sf ae Conds Bodefamen aad moe 


* 
ad 


, . f yea woliol ald dgiw evoqmes 


3 


ms 


’ Ted ef sasqgad , 


7 
. = 
oe j * ri 7 1 Sause 
7 5 tags gaol 

' 8 

. 

1 

5 J * „en Mal 

} Bhs & @isy 


* * ) 
a 
0 8 8 9 4 1 
i 1 ay ~ 7 wa 
. . 
{ } Mod, rel oortg ust 
| 7 
: 1 
“eo 
* Ai A 


4 24 HARE Ae 
In e. 4 4 14 ven. eer 764 08 Siov 
i Yuev @ 464 31 dud ,wom todmemet Lens 


SOLU IO" re over „tts vrev hee tedmon 


; „I 3m ans Yo % 
! 
eee eee ptt to ano wee eee * 
ne | | 

eee eee oe 1. Meal e 6f damtegeones at 


pet teenaged a eee Gea 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 5562 
rehabilitation plan, their compensation plan and so 
on, they have looked at this problem as a total problem. 
When you are hurt you are provided with the things 
you need to get back on your feet and if you cannot 
there is a permanent pension of some kind or allowance 
made. We do not have this with all our disabled people 
in Canada. 

Or I suppose you could argue the other 
way whereby you subsidize everything, but in the absence 
of this you need some type of practical. 

I have been to shelter workshops. Englan 
is af interesting example, where the Government does 
operate or employ industries which employ some 903000 
disabled people. Them a smaller number of workshops 
exist in the voluntary structure. 

Business men who have studied both highly 
favour the non-Government subsidized projects because 
this is closer to the kind of atmosphere in which you 
develop a work capacity for these people. There is a 
group sense of effort and need to run it in a business- 
like manner. 

This is one of the arguments in favour 
of certain tax concessions, to create this kind of 
atmosphere as against the wholly subsidized thing in 
which there is really no motive or objective ultimately 
and which tends to bog down your operation. If it is 
to meet competition in industry you must develop an 
atmosphere that is positive. | 

PROFESSOR LINDEN: In answer to Commissioner 


Walls! question, I would like to add another point on 
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this prof it-mot ive aspect. It is the purpose of the 
workshop that we have to look at. It is the purpose 
really to provide service and just as an incident of 

the provision of service they sell some productoori 

the market. Part of the therapy is to produce somethin 
that is saleable and usable on the market. But the 
purpose behind the workshop is not to make money for 
those people who are operating it. It is to provide wor 
for the people in there and to try and minimize losses, 
and if perhaps one or two of these organizations ... 

I think I have given you the figures here. 

THE CHAIRMAN: You have. It is on your 
Spend ix 2. 

PROFESSOR LINDEN: If they have, I do no 
think the figures as far as the money that they have 
earned.... Appendix 2 on page 58 is the list of those 
organizations for which we had figures as to the number 
of people employed, the wages paid to them and the valu 
of the goods produced. 

It is from there we have abstracted and 
estimated the balance and we have come out with the 
figure of some $1 million, 300 thousand worth of goods 
which are produced in Canada by this kind of organiz- 
ation. The highest one is the Canadian National In- 
stitute for the Blind -- which again is co-operating 
in this brief. They have produced $845 thousand worth 
of materials last year, and that is a large operation. 
But again this is produced in order to give blind peopl 
a sense of doing something useful. It may be that thei 


costs were not as large as their income. But whatever 
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income they made would again be placed into the worksho 
or into the other work the institution is doing for the 
assistance of blind people. This is the important 
thing. 

And again the blind people are those who 
have enjoyed a special tax exemption in the past. Half 
of the sales tax which they are to collect on goods 
that they have produced alone is required to be accepte 

No one can measure the &ffect of that, 
but simple economics says that if you do not have to 
collect 53 per cent of the taxes your product will be 
54 per cent cheaper, or you willbe 53 per cent closer t 
making ends meet. It may be that this is one of the 
things that has assisted the blind people to get to whe 
they are. 

Again the cost of this thing we can es- 
timate in taxation; it would be about 11 per cent of 
$1 million 300 thousand per year. I think on page 21 
we arrive at a figure of about $98 thousand, but again 
part of this already is being given to the blind people 
On the $845 thousand worth of goods they produced there 
is not 11 per cent of that collected, it is only 53 
per cent of that. 

Deaf mutes are given the same advantage, 
and yet all other groups .ofcdisabled people have no 
such advantage. 

It is this iméquity as we see it that 
we ank to be cured. The inequity can be cured by re- 
moving all of the tax exemption and have a consistent 


policy across the line by removing everything rather 
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than giving us everything pbf whecAove EB. 

But we suggest this $100 thousand a 
year would be very well spent and we suggest this kind 
of thing should be given. Remember that these people 
are earning something in the workshop. Hopefully they 
will earn enough that they will eventually be paying 
income tax on what they earn. Again they will be earn- 
ing enough so that perhaps they will be beyond the 
position where the Government will have to give them 
a disability allowance, will have to educate them, be- 
cause they are in fact being educated here. 

Even though it looks like there is a 
$98 thousand cost each year, a substantial part of that 
should be recovered by reducing expenditures in other 
areas and by increasing the income taxation. 

THE CHAIRMAN: Do not stand unless you 
wish to do so. 

PROFESSOR LINDEN: I feel more comfortable 
standing. 

THE CHAIRMAN: By all means stand, yes. 

PROFESSOR LINDEN: I am used to standing 
when I speak. 

COMMISSIONER WALLS: One thing rather 
disturbs me about this whole issue. That is, When hien 
people buy a product that is verified as being made 
by the blind -- and of course itso made by the blind 
are generally sold in special stores copenatedn by the 
blind organization -- or if they are verified as being 
made by disabled people, do you really think the con- 


sumer assures himself that it does not cost a penny mor 
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than the like factory-produced prodtict, and therefore 
does it really make much difference whether there is 
11 per cent tax added to it or not? 

PROFESSOR LINDEN: Again a great many 
people will purchase goods that are produced by dis- 
abled people and pay any cost. | 

As we consider this on the basis of 
economics one would have thought most people when they 
buy something look at the price of it and they would 
buy 8 which is cheaper, again if it is just 
as good. This is the whole theory of our economy, that 
people try to get something as good fer as cheap as 
possible and those who sell try eens as much as 
possible for it in view of the competition. 

A certain number of people will buy no 
matter what the cost because they wish to help blind 
people and this is a way of giving to charity. But 
there must be many others who do not even investigate. 
But again even if the price were equal, the point is 
that it is the wholesale price which has to be consid- 
ered. It is to encourage different retail Gatlers“s 
to steck material or goods produced by the disabled 
people, and it may be that at that level they are 
able to sell it at a slightly cheaper price or even to 
sel} it at the same price at which their competitors 
sell it. Because they do not have to collect a tax 
they have that little bit of extra play there and their 
operation is that much closer to breaking even. 

THE CHAIRMAN: May I interrupt? If 


we were to accept your suggestion that really the tax 
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descends on the organization and thus on the donors 

to the organization who are maintaining the balance, 

the correct approach to this, I suppose, would be to make 
exempt from sales tax those organizations only which 

are certified by the Department of National Revenue as 
being charitable. 

DR. ARMSTRONG: Yes. 

THE CHAIRMAN: Would that cover all those 
set out on Appendix 2 and all thosewhich are not set 
out on Appendix 2? Are those all charitable organiz- 
ations? I assume they are. 

. DR. ARMSTRONG: Yes; I think this would 
be the safeguard. They would have to be. Commissione 
Walls made the point that you want to avoid any danger 
of exploitation or of amy individual being able to 
set up any kind of work in which he is going to take 
advantage of disabled people. This certification 
would be important. 

THE CHAIRMAN: And we must protect 
industry against unfair competition. 

DR. ARMSTRONG: That is right. 

THE CHAIRMAN: It would only be where 
they are subsidized by the nation that such a measure 
would be taken. 

DR. ARMSTRONG: I have investigated the 
workshops in Poland, which has an entirely different 
philosophy, of course. But there the workshop is 
out and out competitive. There is no concession given 
at all. They compete with the industry. They even 


export. Some of our brooms are made by the Polish 
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disabled. 

This is a little different from our 
philosophy in which we have eharitable workshop progr 
es and we consider the competitive relationship to 
industry but we do not try to compete with industry. 


COMMISSIONER WALLS: I have great 


sympathy with your people here, but the danger as I 
see it is this, Aret of all you are heavily subsidized. 
cai volume, 
True your workers may not be able to turn out the same 
as healthy workers would in a factory, but you have 
other costs that make it practical for you to be 
able to compete at a very reasonable price with privat 
industry producing the same article. 

It seems to me that perhaps. there 
should be some other means found of subsidizing than 
a reduction of sales tax because of the difficulties 
that might be entailed in separating the sheep from 
the goats as it were. 

PROFESSOR LINDEN: Again, sir, the 
point is that there is now already being given a sub- 
sidy to two favourite groups. 

COMMISSINER WALLS: Yes. 

PROFESSOR LINDEN: The major philosophy 
of this whole presentation is that all disabled groups 
should be treated equally. Again we do not ask that 
you take away the subsidy that the blind people 
have. It may be that you will decide the Government 
cannot afford to waive.$98 thousand worth of tax, 
tax 


put it may be able to waive $25 thousand worth of sale 


each year. Then, if you would give equal treatment to 
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other disabled people as the blind people receive, that 
again would be something for your consideration. 

But the other point that has not come 
up is the cost to the organization of collecting these 
taxes and sending them on and keeping the becks and 
this kind of thing. 

I point out one instance here where some 
group in Alberta was producing some little article and 
selling them amd not collecting the tax, not realizing 
they were "manufacturing" and required to pay tax. 
After a few years the Revenue Department learned of 
their operations and sent them a bill for tax of 
some $500.00 or so. They have to pay this now merely 
because they were not aware they had to collect this 
tax. This is the kind of thing that happens. 

On the other hand there may be areas 
where people are consciously evading this kind of thing, 
Waren are not to be promoted, I would suggest. 

The best resolution is to remove it all 
again to escape the cost of collecting it. This is 
really one of the most important things that we Ars 
recommending to-day, because this is a way of indirect- 
ly assisting these groups, which we say are vitally 
important to the benefit of the disabled people of 
Canada. 

THE CHAIRMAN: We seem to have moved 
away from definitions. 

COMMISSIONER PERRY: I would like to get 
back to def init ions, because there is a lot more in- 


volved than sales tax. 
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THE CHAIRMAN: Yes. 

COMMISSIONER PERRY: Can you suggest 
any feasible way of policing a definition of this 
kind? Putting it in one way, would your organizations 
be 8 of giving a certificate of endorsement 
to a claim by an individual tax claiman&? 

| DR. ARMSTRONG: I do not know how 
acceptable this would be, but in the old administratior 
which I used to be responsible for in Saskatchewan 
all that was required was a doctor's certificate. A 
husband was certified as being completely disabled, 
or a mother got mother's allowance, and this led to 
a good deal of abuse. As one doctor said to me, he 
was not going to jeopardize his relationship with the 
family by refusing to sign the certificate if there 
was any justification for it at all. 

So a certificate by one person alone 
certainly would not give any protection at ail. 

But in the last ten years there has 
developed in other provinces in Canada at least one 
competent rehabilitation centre which is operated by 
a director of physical mediqine or a competent physician, 
a psychologist, a physio-therapist and a social worker. 
If the certificate came out of the findings of the 
rehabilitation centre in its evaluatiom process, this 
would definitely be a protection because the rehabil- 
itation centre as a matter of pride would not want to 
certify a person as being disabled if there is any 
opportunity of his being completely independent. 


COMMISSIONER PERRY: Would such a centr 
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in its normal operation embrace a large part of the 
half a million people that you suggest are disabled 
in this country? 

DR. ARMSTRONG: They could be. They ar 
equipped to evaluate disability of any kind -- the 
Toronto Rehabilitation Centre, the Rehabilitation De- 
partment of the Western Hospital. | 

COMMISSIONER PERRY: You are suggesting 
they could be used for this purpose? They may not , 
be at the present time, but they could be used? 

DR. ARMSTRONG: Yes. 

COMMISSIONER GRANT: I want to ask some 
thing on definitions. What I would like to discuss 
with you is the use of the Rusk ®efinition in its 
relation to the Estate Tax Act and the Income Tax 
Act as it applies to gift taxes and to charitable 
donations. 

What gives me some concern is that if 
the Rusk @efinition as set forth on page 50 were to 
be applied, take as an example to the Estate Tax Act, 
that "one who by reason of a mental or physical handi- 
cap fis substantially and permanently limited in the 
1 of the activities of daily living", how 
would that apply to persons who have reached an age 
in which they are mentally or physically handicapped 
due to their age or due to senility? Unless there is 
some qualification placed on that, it would seem to 
me that it would cover a great many gifts under the 
Estate Tax Act which would qualify for tax exemption 
but which would not be within the meaning of the def- 


inition. 
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DR. ARMSTRONG: I mentioned a point you 
did not consider in our discussion, the need that there 
would have to be some qualification, otherwise every per- 
son over 80 --- 

PROFESSOR LINDEN: I think, perhaps, 
in this half a million peoplethe very severely disabled 
are beyond the employable age of 65. At present you 
may know the disability allowance comes into operation 
at 18, 1 think, and is cut off as soon as the person goes 
on to the old age pension at 65 if he passes the limited 
means test and 70 if not. It may be that a similar 
provision could be worked out whereby once people go 
beyond a certain age and employability then this defin- 
ition would no longer apply in that we actually remove 
half of our disabled people from this specific kind of 
help. What we are more interested in are the younger 
people, the people of employable age. We are trying to 
rehabilitate them. 7 | 

As soon as somebody gets over 70 he 
is not a great deal of worth to the world of industry 
whether he is healthy or not. There is not too much 
future in the industeial world. 

We have not considered it in the light 
of estate taxes. Probably you Ae cut that off. 

COMMISSIONER GRANT: That applies to 
gift taxes, under income tax. 

PROFESSOR LINDEN: Yes. 

COMMISSIONER GRANT: And certainly it 
applies to charitable donations? 

PROFESSOR LINDEN: Yes. 
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THE CHAIRMAN: You want an amendment 
on the definition. 

PROFESSOR LINDEN: If an age limit anal 
put on you might be required in the definition to 
specify whichave the activities of daily living as 
well. It would not be an easy thing. 

THE CHAIRMAN: Just add after the word 
handicap "not resulting from age". It takes care of 
that. 

COMMISSIONER PERRY: I have one small 
problem of definition. Where do disabled War 
veterans fit into the scheme of things, and are they 
in here? | 

DR. ARMSTRONG: I do not think they 
are. They are adequately provided for under the Depart 
ment of Veterans Allowances. But, if they were treat- 
ed as civilians they certainly would be. 

COMMISSIONER PERRY: There are a few 
concessions sprinkled through the statutes. There is 
one concession I recall under the estate tax. 

PROFESSOR LINDEN: Actually, sir, the 
War veterans, the people disabled by means of industria 
accidents, are pretty well in a better position across 
the board than these other groups that have been born 
disabled or become disabled by odd bits of accidents. 

COMMISSIONER PERRY: Are all these to 
be added for present treatment that is granted for 
War veterans? I want to clarify the point. 

PROFESSOR LINDEN: It may be that 


War veterans and industrially disabled ought to be treat- 
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ed equally as well. But, again, we did not get into 
that area. 

COMMISSIONER PERRY: You think of them 
as being outside your terms of reference? 

PROFESSOR LINDEN: There is a special 
legislation governing those groups and if anything they 
are given better treatment. The War veterans have a 
special appeal to all Canadians. These people are dis- 
abled because of their fighting for the country. They 
paid something for their country, and we have a special 
duty to War veterans. 

Again, with the industrially disabled, 
there is built uw this idea in industry that caused the 
industry, by means of insurance and contributions, to 
help to bear some of the costs of rehabilitation and 
care. These groups are outside these two other major 
disabled groups. I think you could distinguish them, 
but it may be they should be treated equally. 

COMMISSIONER PERRY: We can take your 
brief as being silent in these areas. 

DR. ROEHER: I think the crux of our 
ultimate hopes for the disabled as a whole is to have 
a kind of approach to their problem that industry in 
general has applied to the industrially disabled. In 
the light of these things it would be unnecessary if we 
had that kind of approach. In the absence of this, 
and they leave some kind of break to come through, I 
think we will always be fighting for bits and pieces 
of this kind. I think industry is coming very close 


to handling most of the problems on some of the inciden- 
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1 tals. 

2 THE CHAIRMAN: Let us go section by 

3 section. The first section is A which is exemption of 
4 products produced in non-profit sheltered workshops. 

5 I think we covered that. Moving on 
to B which is on Page 22. Commissioner Walls informs 
me he has a question. 

COMMISSIONER WALLS: There you are 
asking for exemption for your own institutions on the 
same basis as bonefide public hospitals, and I think you 
use the word public“ advisedly because you recognize that 
under the recent changes in the sales tax that where 


a factory has an adjoining hospital for its own employee 


they are now subject to tax on most of the things you 
would like to have, treatment chairs, emergency operatin 
tables, infra red lamps, things of that calibre. 

I would presume the reason you are éaxed 


on thdseis you are almost in the same category as 
4 


ini the hospital or a treatment centre attached to a 
factory. 

The 1s one of the difficulties that 
you run into of drawing a line between your particular 
type of hospital exemption and the treatment for other 
hospitals. 

PROFESSOR LINDEN: It is the workshop 
aspect of this recommendation, I think, that we are deal 
ing with. There are a great many institutions that 
provide care and education for disabled people who are 
in no way connected with the factory. 


Our point is that they provide treatmen 
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physiotherapy, very often occupational therapy. Very 
often it is the same kind of treatment provided in a 
public hospital as defined by the authorized Public 
Hospital Acts or certain institutions as defined by the 
Minister of National Revenue. 

The point is that the public hospital 
is a specific kind of institution. There are other 
institutions that are not really public hospitals but 
they require people to live in these institutions and 
they require that those institutions be supported, in 
part, by Government funds. 

It is our submission that this is 
against the grain of the rehabilitation theory, Jo try 
and keep people in society, try to keep them in their 
own homes and out of institutions and try to keep them 
independent, or their organizations help them to be 
independent. We say the rehabilitation theory and mon- 
etary theory are clashing here and the Government is 
assisting institutions which bring people into those 
institutions to live and which seek Government assistanc¢. 
Yet, they are not assisted by means of rebate of 
sales tax. 

Those institutions that advance the 
rehabilitation theory to send the people home at night, 
go and live at home because it is better for you there, 
Again, this indirectly is promoting institutionalization 
for people by promoting institutions that promote the 
institutionalization of people and this increases the 
cost and runs counter to the kind of thing we are 


trying to do, 
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THE CHAIRMAN: If the Government conceded the 
point you request, classed these institutions to be 
the same, whether out-patient or, in-patient clients, 
but what you are saying is they should favour out- 
patient clients so as much care as possible can be given, 
The sales tax exemption should be withdrawn and placed 
where it is not. 

PROFESSOR LINDEN: If you are going to choose 
that might be a wiser choice in terms of rehabilitation 
theory. 

Many people who are institutionalized and 
we do not want to penalize those that have to be, it 
seems strange that one would help those institutions 
that advance institutionalization and hinder the other. 

THE CHAIRMAN: A great importance has been 
placed on home care. 

DR. ARMSTRONG: There is some inconsistency. 
When I first started working in this field, there were 
two institutions. The one in the Regina area adminis- 
tered by the Government which was completely sales tax 
exempt because of Government sponsorship. The other in 
Saskatoon was administered by a voluntary agent and for 
that reason there had to be sales tax on everything we 
purchased. It always seemed a little inconsistent to 
me that when I acted as a Government official I was 
able to purchase sales tax exempt but when I acted as 
a voluntary administrator we paid sales tax on everything 
we bought. 

COMMISSIONER WALLS: Of course your provin- 


cial institutions are specifically exempt. 
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DR. ARMSTRONG: Yes. 

COMMISSIONER WALLS: Any other institution 
is subject to Ministerial decision and the only thing wron 
in it is those words "must reside in", If the words 
"must reside in" were taken out it still may be left to 
Ministerial decision. 

PROFESSOR LINDEN: Yes. The words "support 
ed by Government grants". Many of these institutions 
are supported by Government grants, but there are a 
few that try to go along and they are penalized either 
by refusal to ask for Government assistance or just in- 
ability to secure Government assistance. 

The other matter on this thing -- it is 
strange that a public hospital has a blanket exemption 
so that goods sold to them need not be collected by 
the vendor yet the public insitutions for the purpose 
to provide shelter, they are given a rebate and we 
wander around to try and figure out just how this happen 
ed. 

There is an application for rebate and all 
kinds of very complicated calculations and I was given 
to understand that in some cases it would take a genius 
actuary to figure out just the amount collected by tax- 
ation, 

It seems strange there would be two methods 
of dealing with two groups doing the same thing. It 
should be easier for the whole nation to treat everyone 
the same way. 

COMMISSIONER PERRY: I imagine the hospital 


grants would be given in a moment of weakness. 
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DR. ARMSTRONG: We made representation 
to the Minister of Finance. This is a necessary general 
guide. I still feel it is an inequitable argument that 
the voluntary agencies, where they could continue to 
provide some of the services rather than have everything 
handed over together. 

I think it maintains greater community in- 
terest. 

COMMISSIONER GRANT: The difference in treat- 
ment might very well be due to the fact that the Govern- 
ment are simply shifting the burden of proof. There is 
no difficulty in establishing what is a hospital, but 
there is difficulty in establishing what is a rehabil- 
itation organization. 

DR. ARMSTRONG:: I think that would be true 
up until perhaps seven years ago. 

But, I think in the last seven years, using 
a conservative period, that to define what is a rehab- 
ilitation institution would be clear-cut and definite. 

COMMISSIONER GRANT: If that was, this reall 
no longer applies. 

COMMISSIONER PERRY: These things get down 
to basic human elements. One episode that I heard of, 
and all names and places are ficticious, is that the 
household maid of a prominent tax official, when the 
family iron burned out, said to the wife of the prom- 
inent tax official, do not go out and buy one, my boy- 
friend works at the hospital and he will get one tax 
free through the hospital.’ 


This is the sort of thing of which the 
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1 administration is very conscious. 

2 DR. ARMSTRONG: I heard the story but it was 
3 with regard to a superintendent. 

4 THE CHAIRMAN: In the City of Windsor, 

5 COMMISSIONER PERRY: This is a true story. 

6 I happen to know the gentleman quite well. 

7 PROFESSOR LINDEN: In any event, the Comm- 

8 issioners are well aware that people will always try to 
9 attempt to evade taxation. They do not declare the in- 
10 come they earn. Every system will be subject to abuse. 
11 THE CHAIRMAN: I do not imagine the abuse of 
12 this sort of thing should cause one not to recommend a 
13 decent solution, 

14 PROFESSOR LINDEN: It would not be any worse 
15 for a rehabilitation institution, for hospitals. These 
16 are human organizations and are subject to difficulty. 
a7 COMMISSIONER PERRY: I am only recognizing 
18 the cause suffered. 

19 COMMISSIONER WALLS: With respect to C. 

20 THE CHAIRMAN: Are you going to C? There 

21 are many names and the only ones I can pronounce are 

22 streptomycin and pheno barbital. You can pronounce the 
23 rest of them. 

24 COMMISSIONER WALLS: I think you have a good 
25 case because I would not know why liver extracts for 

26 anaemia should be specifically exempted and not the drugs 
| that are required for any other specific sickness. One 
28 of the big troubles, and we have had a lot of repres- 

29 entations with regard to tax taken off hae Sake do you 


30 define drugs. 
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The second problem you bring out is the 
constant changes in these drugs, new development even 
of the same drug. 

I think it certainly would be advantageous 
for the medical association to submit each year a list 
of the new drugs that should be included so it would be 
up-to-date, But, you still get back to the da ger of 
defining what is a drug because we have two points to 
that. 

First of all, that there are many of these 
drugs which are produced also under a patent medicine 
performing the exact and same function. So, most people 
submit it should be drugs covered by presceiption. 

If we do that, are we not going to run into trouble of 
like drugs perhaps which was under patent medicine form. 

To be a little facetious, I would remind you 
of the fact that in some of our lifetimes the biggest 
tax earner by drugs was you had to have the doctor's 
prescription to get liquor. Some of us still use it for 
medicinal purposes. I think that it is quite important 
that there be some means of defining drugs, if drugs 
are to be exempt. 

PROFESSOR LINDEN: We do not envy the 
Commissioners in their task to make some sense out of 
this area especially as compounded by the Customs Tariffs 
and the vast list of various drugs and some of these 
chemicals are used in different things, for fertilizer 
I understand and all kinds of odd purposes and again 
there is also the problem from our point of view that 


some drugs that are required by disabled people are the 
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Same drugs required by other people who are not disabled 
who get sick, 

Your task is not an easy one. Again, this 
Suggestion you make that perhaps the pharmaceutical in- 
dustries or medical organizations and our organization 
could co-operate in a yearly look-see. I think the thing 
that could help it is to get an account of generic 
terms. 

COMMISSIONER WALLS: You recommend in your 
brief that pheno barbital should be exempted, 

PROFESSOR LINDEN: It may be that Commissions 
= asked that all chemicals be exempted. You have got 
the income tax exemption which is really another side 
of this problem. It may be the way to handle this is by 
allowing, and I do not like the idea, a rebate. The 
only way you can handle this is allow specific classes 
of people rebates of the taxed portion of the chemical 
they purchase because you probably would not be able 
to recommend exemption of all chemicals at all levels 
because it is a multi-million dollar business, I under- 
stand, and so many of them are things like aspirin which 


must net the Government millions of dollars. 
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THE CHAIRMAN: On Page 27 you have said 
that the following is a list of drugs used in the treat- 
ment of cystic fibrosis. You do not say they are used 
only for that? 

PROFESSOR LINDEN: No, of course, and 
many of these are not used only for this purpose. This 
again has been our programme of finding some method 
whereby if you decide disabled people should have their 
drugs tax free, whereas just sick people should not, 
of defining .... 

We approach the thing in different 
ways. Where you can determine a certain product or 
chemical is used solely or only by disabled people your 
problem is not as difficult, and again this may be 
one of the reasons why there are lists of things. An 
artificial limb can only be used by a person who is 
lacking a limb. But these other things, for example, 
the patient Lifter of self-help devices -- I do not 
know if the Commissioners have had a look at these 

THE CHAIRMAN: Pictures? 

PROFESSOR LINDEN: The pictures that 
we have gathered on page 60 (at great expense to the 
management, I might add) to assist you in seeing the 
kind of thing we are talking about. I know I had no 
idea of what some of these things were, but when you 
see the picture you can understand a lot better. 

But many of these things are used in 
treating people other than disabled people, and this 
again is one of the great difficulties. 


THE CHAIRMAN: We are grateful for your 
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bringing us only the pictures and not the articles. 

DR. ARMSTRONG: They would have been 
rather difficult to handle. 

Mr. Commissioners, I think one of the 
areas that we are really concerned with is that of the 
certain specific diseases in which drug therapy has 
played a major part, such as cystic fibrosis or tuber- 
culosis or diabetes. 

The suggestion that was made is that 
it would not be too inpractical to supply a list of 
the current drugs used in the specific areas. I am 
sure in the area of cerebral palsy the application of 
drug therapy is not nearly as important as it would be 
in cystic:fibrosis or as it would be in diabetes, and 
any of these areas of prime importance in the use of 
drugs could be very easily identified. 

THE CHAIRMAN: Why should your drugs 
be exempt and not those for cancer and heart and 
pneumonia? 

DR. ARMSTRONG: If there were a drug 
that was really effective enough in controlling cancer 
there would be a justification, but I doubt very much 
whether -- and I am not a medical man --- 

THE CHAIRMAN: Or stomach ulcers. 

DR. ARMSTRONG: Pardon? 

THE CHAIRMAN: Take something else -- 
stomach ulcers. I am asking why should certain problems 
be designated as to justify exemption? 

DR. ARMSTRONG: First because these 


are continuing incurable conditions. The cystic fibrosi 
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child used to die in the first two years of life. With 
the use of these modern antibiotics some of them have 
now reached into adolescence and we expect that some 

of the less severe cases will reach adulthood. 

The cost of these drugs even with all the 
concessions that can be made -- and a good many drug 
houses are supplying them at wholesale cost because of 
the continuing cost of them -- still cost the family 


$50.00 to $100.00 a month. The same goes for diabetes. 


The drug therapy needed for the control of that is a 
continuing thing. 

THE CHAIRMAN: Have you put insulin in 
here? 

DR. ARMSTRONG: I think it is in. 

PROFESSOR LINDEN: I think it is in. 
Maybe it is now exempt, sir. 

THE CHAIRMAN: It is already there. 

DR. ROEHER: Again it is an interesting 
question whether this is the way to handle this kind 
of problem where you have this excessive cost. Do you 
do it by way of tax relief or do you do it by way of 
public support? 

THE CHAIRMAN: Quite; that is something 
Tax relief only extends to tax payers and leaves out 
people who are not tax payers, well over half of the 
population. 

PROFESSOR LINDEN: The other method 
of helping this is by making exempt the institutions 
that are providing drugs like this and purchasing the 


equipment. That would go some way towards assisting 
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the problem of the individual. 

But again there should be a way of ex- 
panding on the present list in a fair way in order to 
determine which are similar things, and again these 
things are here to help disabled people. We have to kee 
the list up to date but again we cannot allow it to go 
all the way; at least it may not be possible to do that. 

This again is a job that we do not 
envy you. 

THE CHATRMAN: All right. We move on 
to D. You have a question, Commissioner Wallis? 

COMMISSIONER WALLS: Yes. First of 
all under D, I want to lead up to something. In the 
section of the Act dealing with that it leaves it finally 
up to ministerial decisions as to what shall comprise 
tax-free printed matter. I wondered if your organizaticn 
have specifically asked for a ruling on your printed 
pamphlets? 

PROFESSOR LINDEN: One of the appendices, 
Appendix 6 on Page 64 was in answer to a submission on 
behalf of one of the co-operating wpganizations. They 
sent in all of the booklets that they had at that time. 
You see an array of booklets. I have a few of these 
booklets for you if you would like to look at them. 
Perhaps we could enter them as Exhibits. 

The whole purpose of all of these 
things was to inform the public about these diseases 
and perhaps indirectly to inform them of their organ- 
ization and perhaps have some people donate something. 


Yet the answers that come back are 
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that some are subject to customs duty and sales tax, 
Some are subject to one or the other, some are sub ject 
to neither and the major definition seems to be the 
existence or not of a binding -- a book or a non-book. 

COMMISSIONER WALLS: In one place you 
Say it will be tax free if it has a staple in it, but 
that is not correct. If it is loose-leaf with a single 
staple, it is not exempt. 

PROFESSOR LINDEN: Yes. It is if 
the stable is iis the back of it, as some of those book- 
lets are, rather than on the top just stapling pages 
together. It becomes sort of a little booklet where 
you can open it. If the staple is in the middle, it 
is then a booklet or something that is bound. 

It struck us as rather unfortunate 
that this would be the definition that would be made, 
because first of all the ordinary little folded pamphlet 
is probably more effective in that it maybe does not 
Say as much but it 1s short, it is sweet; people read 
it and understand it. This is the kind of thing. It 
is cheaper again for the institution to distribute these 
little things, and yet tax is imposed upon them, whereas 
the fatter booklets that cost a lot more and which are 
probably less likely to be read by the general public 
are given an exemption. It is difficult for us to 
determine why— why we do not look at the purpose of 
the document and ignore whether it is stapled or bound 
or not bound. 

THE CHAIRMAN: Well, it is pretty: 


hard to explain that to you. 
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COMMISSIONER WALLS: There is one Suggestion 
or-which I wonder if you have considered taking advan- 
tage. If you were to combine these pamphlets ina 
house organ that you issued a minimum of four times a 
year, then it would be totally exempt no matter how you 
bound it. It then comes under the heading of magazine 
and literary papers unbound, 

That would be one way for your organizations, 


with new information, instead of issuing individual 


pamphlets, to issue it in the form of a house organ. 

DR. ROEHER: The problem there is that it 
is pretty well putting them in the competition for 
people's attention. You have to be very careful in how 
you present your material. A large document generally 
is less effective or no more effective, say less effective, 
than a series of short brief pamphlets spread over a 
period of time, 

From the cost point of view, since the cost 
of literature for a voluntary organization is a very 
critical one, binding them tends to be too expensive. 
The shift has to be in he other direction; but when you 
do it that way you are paying extra. 

COMMISSIONER WALLS: It does not specify 

size 
what Ahe house organ has to be. It would be a matter of 
whatever was new, what any one of your member bodies 
dealing with correlation of information wanted to put out. 
It could be in the form of what you would call the 
house organ of the particular organization, and then it 
would be taxcexempt. 


DR. ARMSTRONG: The Department is very helpful! 
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in suggesting ways in which we can use the exemptions 


that already exist. We get excellent co-operation, 


THE CHAIRMAN: I think we will break for 
ten minutes now and we will come back and consider estate 
taxes and income taxes, 

THE SECRETARY: Does Professor Linden wish 
this group of pamphlets entered into the record as an 
exhibit? 

THE CHAIRMAN: It could clutter up the record 
too much. Put it into your files, 

PROFESSOR LINDEN: Whatever is most convenient. 
I thought it would be interesting to look at some of 
the different literature, 

THE SECRETARY : Fine, thank you, 

THE CHAIRMAN: We will now break for ten 


minutes. 
-==-SHORT RECESS, 


THE CHAIRMAN: Are you ready? 

We will skip customs duties, I see little 
pertinence in labouring that. It is beyond our job, I 
believe, 

That would take us to page 37, the estate 
taxes. Your recommendations under that are in Paragraph 
8, 

The only comment I am going to make myself 
is that at the bottom of 37 I have made a margin note to 
the effect that there surely must be some limit imposed 
on such an exemption. There must be a fair limit imposed 


I would think. Have you any suggestions as to what that 
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1} should be? 

2 PROFESSOR LINDEN: Actually, Mr. Chairman, 

3 this is not really an area of major concern to us because 
4 again the estate tax problem is primarily a problem that 
5 deals with wealthier people. Of course, the vast majorit 
6 of disabled are not very wealthy. We are not really 

7| that concerned with this problem. It was just that there 
8 seemed to be an illogical taxing 85 the specific sums 

9 that are allowed as exemptions under the Act. 

10 There seems to be some recognition of the 

11 disabled husband, but only very partial recognition, 

12 in that if he has a child he can get some little extra 

13] exemption. But there is no recognition for the disabled 
14 child. 

15 The business about the gift is really part 

16 of something that runs through, as you notice, the 

17 estate tax, the gift tax and the income tax. It is probably 
18 the income tax part of this recommendation that is most 
19 important for our purpose. 

20 THE CHAIRMAN: Before we come to that, I thin 
21 it is only right to ask you if you are aware of any 

22 hardship that results hich would be taken care of by 

23] your recommendations? 

24 PROFESSOR LINDEN: Any hardships? Well, yes. 
25 THE CHAIRMAN: Are we just in a vacuum, or 

26 are you talking accurately? Are there people being 

27 affected by our laws now in an unfortunate manner, who 

28 are not getting sufficient money because they are dis- 

29] abled and are thus unable to live in an adequate manner? 


PROFESSOR LINDEN: Again in the context of 
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this estate tax suggestion, sir, and of course in the 
general context, there are a great many disabled people 
who are not being looked after, 

But what we are really looking for on this 
thing is to try and give some little spur to the wealthy 
relative to give some amount to a disabled individual 
and to treat the disabled individual similarly toa 
charitable institution, whereas now the people are en- 
titled to give estate tax free money to institutions 
or organizations, charitable, educational or religious; 
but they cannot give it to an individual and get the tax 
exemption, 

We thought that if this were added in as 
part of the charitable exemption it might assist some 
of these people to keep independent from Government 
assistance, Again this would only concern a very few 
people and this is why, sir, this is not really one of 
the major aspects of the brief. 

THE CHAIRMAN: Thank you. Anything else? 

PROFESSOR LINDEN: We are not pressing too 
hard for that. 

THE CHAIRMAN: I suppose we ought to dis- 
cuss and wrap this up with gift taxes at the same time. 

PROFESSOR LINDEN: Mr. Chairman, actually 
if I may add this at this point, the major part of this 
special creation of a method of giving money in trust to 
or for a disabled person really comes within the income 
bar bers. 

If somebody gives something to charity they 


do not have to pay income tax on it. The problem here is 
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that 1 of limited earning capacity, people who make 
five or six or seven or ten thousand dollars a year, 

try to build up some kind of fund for their disabled 
child who will require care when they are gone. The 
problem is how to assist them to do this. Really it is 
within the income tax provisions that perhaps the relief 
could be given rather than through the gift tax provision 
and through the estate tax provisions. 

It would be to allow them to have something 
like a superannuation device whereby now people, lawyers, 
doctors and professional 5 well as other people 
are eabatied to put a certain amount of their income 
aside for some future 98 they are beyond earning 
it, and they can take that money out of the funds and 
pay taxes at that stage rather than at the earlier 
stage when they are earning more, 

If there could be such a provision in the 
Income Tax Act where people could in a tax exempt way 
put money into some kind of fund to look after their 
disabled children when the parents are gone.... It is 
something similar to a superannuation thing that we are 
trying to recommend here, 

COMMISSIONER GRANT: You have in mind some- 
thing in the nature of a deferred gift? 

PROFESSOR LINDEN: Yes. 

COMMISSIONER GRANT: As distinct from what 
is now possible under the Income Tax Act whereby you, 

a parent for instance, can gift $4,000.00 or half of 
his taxable income of the previous year. 


PROFESSOR LINDEN: Les. That is on the gift 
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tax, of course, and most of the people who have dis- 
abled children are not giving gifts of over $4,000.00 
that they would have to worry about the gift tax. But 
it is the income tax that we are looking at. If you give 
it to charity you get exemptions; you have to pay no 
income tax on it -- certainly no gift tax, but no income 
tax on that portion of the money that you give. 

But if you give it in trust for your child, 


then that is not considered an exempt portion of your 


income, 

So the person who is earning $7,000.00 or 
$8,000.00 in a year might reclaim 20 per cent or 25 per 
cent off the money that he is putting into this fund on 
behalf of his disabled child at great sacrifice to 
himself. 

It is our submission that if this could be 
tax exempt, going into the special fund set up for the 
child on the basis of superannuation or some kind of a 
pension plan, this could go a long way towards assisting 
the disabled persons. 

COMMISSIONER GRANT: I am just not clear as 
to how you would have that established SO as to gain a 
tax concession which is not permitted at the present 
time, 

THE CHAIRMAN: I do not think they are. 

No aah paragraph 99 on page 47 that you are 
speaking to, and tt does not clearly state this. It 
states the principle rather than the application, I 
think, 


COMMISSIONER GRANT: Yes. 
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1 DR. ROEHER: I wonder if I could cite a 

2| fairly common example of this for the mentally retarded 
3 alone. We have somewhere in the neighbourhood of 75,000 
4 in Canada who are in that category. In the past it 

5 was considered that once the parent became incapable 


6 they needed to be institutionalized. The pattern now 


7 is away from institutions and it is accepted that they 

8] can live within the community, whether it be a boarding 

9 house type of thing with a supervisor, or something along 
10 that line. 
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DR, ROEHER: The fear that a lot of parents 
and most of the parents of these children are marginal 

income people -- their greatest fear is what assurance 

is there that their child will have some care unless he 
is institutionalized in a Government institution. 

These are the people that if they could put 
something aside on a deferred basis so there is some 
assurance after death are incapable themselves. If 
there is some means that this individual would get reason 
able care supported by Ver N Government structures 
as exist, it would be possible for these people to 
stay in the community and the parents could accept the 
fact they can stay in the community. 

These people are generally not in a position 
to put money aside -- not very much. If they are taxed 
on their income before they can put any of this money 
aside, it would be next to impossible to have savings. 

Our suggestion is, it is no more unreasonable 
than in a pension plan of having a way of deferring the 
taxation on this. Even this tax, when it comes back to 
the individual, it would be at a lesser rate. This is 
the philosophy behind this and this is the trouble with 
our many severely disabled people who live in the 
community. 

THE CHAIRMAN: You would like the principai 
set aside deductible from the donors and the transfers 
of income tax. You would also like, on the money not 
brought into his income to accumulate without tax but 
when that was disbursed it would become taxable in the 


hands of the beneficiary both as income and principal. 
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DR. ROEHER: I think we have to be reason- 
able. We think this would be a reasonable approach of 
helping those families in marginal income. 

PROFESSOR LINDEN: A type of income pension 
to disability type of pension. 

DR. ARMSTRONG: I think this would have a 
tremendous psychological effect on parents of disabled 
children, to provide for their own rather than assuming 
that the Government or somebody else is going to take 
over once they are unable to continue. 

DR. ROEHER: We feel if anybody says it 
affects state taxes, there is this basic amount -- we 
are concerned with the basic amount, not a way above 
that. 

THE CHAIRMAN: Some rules have to be drawn 
in order to regulate these and restrictc«:. the purpose 
of which it is intended, 

Going back to income tax, the first item 
is educational expenses. You would like educational 
expenses with regard to training institutions for the 
disabled to include books and room and board to be 
deductible. 

The room and board of that shakes me a little 
bit in that it-is pretty hard to regulate. 

PROFESSOR LINDEN: If there is a person who 
was living at home, perhaps there would be no need for 
this. Again, with these disabled children, very many 


of them must go to other schools, to resident schools 


across the country and sometimes even the United States 


and Europe to get the proper kind of care. It would 
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seem that this kind of thing should be advanced if possible, 
and one of the ways of doing that is giving tax exemption 
to a parent who does send his child to the best possible 
school for his disability to give him the whole exemption 
not merely the tuition fee. In any event, the tuition 

fee exemption is -- when you come to the actual student 
who, himself, is a tax payer and to a large degree this 

is an illusory exemption. Even the university student 
very seldom earns more than $1,000.00 a year. 

To give him the deduction for his education 
expenses 8 not really doing very much. This is especially 
so with the disabled person who even the older more 
mature is working all the time to the best of his ability 
still cannot earn more than $1,000.00 or $1,500.00 a 
year. 

So, the young student certainly is not 
earning that, and to allow him a rebate or deduction 
from his income tax is not giving him very much. 

Our suggestion is that deduction is probably 
most important on any of these things and anything we 
can do to promote the education of disabled people, 
of course, in addition to the general community is 
going to help the country and the individual involved. 

Not only give the education expense deduction 
to non-profit institutions, but should also give to 
the parents, your chief supports of these disabled 
children, in order to encourage them to educate their 
children to the best of their ability. 

THE CHAIRMAN: Is there anything else on 


education? 
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Medical Expenses is the next item. 

PROFESSOR LINDEN: There was transportation 
costs too, sir, on Page 43, and then medical expenses, 
Really they are linked in that medicine and transport- 
ation are both additional expenses that disabled people 
have. 

Recognition to both of these items in the 
present Income Tax Act -- the transportation cost allow- 
ance goes as far as the ambulance to and from hospital 
and it is recognized that the ambulance would be part 
of the medical costs, but not the continuing kind of 
expense that many disabled people have. 

They have to take taxis to get to places 
or need special kinds of transportation. No recognition 
is given to this. 

Similarly, medical expenses, certain items 
are enumerated but there are other items that are not 
enumerated, that these are still a part of disability 
expense, And a major one is getting back into chemicals 
which are not under prescription. There are many dis- 
abled people who have to take chemicals all the time 
but do not have to get it under prescription. Prescription, 
I think, is a good way of regulating the thing. 

There are still some of these people who 
happen to be on drugs which are not prescription drugs. 
Similarly, certain products that these people need which 
are not deductible from income tax -- self-help devices, 
walkers, commodes, that people might have to buy for 
their own use, It is not an item of medical expense and 


clearly is a medical expense, and the way that could be 


bes edto Rem pon — yond 
| see derten sat eme Rant tbe bod sia” ee | 
| ~~ Sole a> ray Jae je 
e 
n sok cer en ase 
N rattqeed mort bas of eottaludus sad us “ist ad 8805 oons 
nd 3d bivew — eft tend Besingeous at dE Uns 

1% Bui gntuntiace eff Jon dod .atpoo Lacthent SAy 20 

ved sfqoeq beldsakh Yasm ter saneqke 


goliiagooet ok .soidsdsogansi 10 ab Latoeqa been so 


| ad of toy oF sted soled os svad yaat | 
| Belay o sevig st 


mch t cited .coemeqns IBolbom NSL 


— 


for evs taty anedk worto-ens ered? aud beteremune ¥ts 
Litdesth to a B Lites exe ones Jans  beyeysmine 
alesimado dun Aosd gaktiey af eno rotam a bu , vaneqxs 
-elh ynem ore cued! § .mohgqhroserq “ebau ton os NEA 
out? sit [fs alsotmeds edad of sven odw sed belds 
—Mplégicoge:i .noltqitotetq sb t Jog od evad zon Ob dod 


anid odd satdsiugex te yaw boog 3 bt unt * 


ole sigésa sasdd to dds LTT A ocd 


- Syed moliqgttoset¢ jon ote Hou agi ao 30 oF eee 


nokta Seen elqoeq east at Bd onbotg aa, IETI 
—— esd sa — xsd 3 ‘mort Sfdaoubeb jon 0 
.  ~ 

02 ytd of svat gdgtn ä 3 
— bes dxe Leothem to matt =~ er oo 


Re ats won! is bie Cai ee 


ANGUS, STONEHOUSE & CO. LTD. 5599 
TORONTO, ONTARIO 


regulated is that equipment that is bought on a doctor's 
prescription could be deductible. 

THE CHAIRMAN: Some of these things are 
listed in the section but it misses a great number. 

PROFESSOR LINDEN: Yes. It is so hard to 
find out the specific items which they missed. It is 
very easy when you have the list of items to see the 
ones there and you might think of one or two that are 
not there. 

But the main examples we could think of were 
the self-help devices, walkers aids and commodes. 
Somebody needs them and prescribed by doctors, they do 
not get any reduction on them. 

THE CHAIRMAN: I would think it is dangerous 
to put in a catch-all section, and I would suspect 
that the Department is strongly against it, but I would 
not know. 

PROFESSOR LINDEN: It would appear in the 
past they have been. This may be one of the problems 
of having re-defining every year as new things come up. 

Even if you put a catch-all clause in, you 
probably have this same kind of constant problem -- does 
this particular item come within the catch-all clause. 
n have to try and have the thing flexible. You have 
to try and keep some of it within the administrative 
process and keep the thing up to date. But, again, 
there is some difficulty with this catch-all clause. 

THE CHAIRMAN: Thank you. You have got. to the 
$500.00 exemption for disabled persons, and the recommeng- 


ation is paragraph 98. 
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PROFESSOR LINDEN: Again the major part of 
this is the different treatment, the different kinds of 
disabled persons. The Witthuhn case, 1957 Dominion Tax 
case 174 is just one example of how odd the decisions 
can be. 

I am sure there were many more other ones, 
Somebody confined to a rocking chair or to bed is not 
entitled to this exemption. That is to say, we should 
look here at disability. If we want to help a disabled 
person we should help all disabled people. To limit 
it to the blind people or the people in bed is to ex- 
clude very many disabled people, and we recommend any 
handicap should be assisted if these other groups are 
to be assisted. 

Theomajor group that is left out is the 
mentally disabled. 

THE CHAIRMAN: Should this $500.00 exemption 
continue if other matters you speak of be exempted? 

PROFESSOR LINDEN: There are different aspect 
of the thing. We like the idea of $500.00 exemption 
because it does act as an incentive to a disabled per- 
son. 

We tell him if he earns $1,000.00, like 
everyone else he has to pay no income tax. We say to 
him, you go out and work and if you earn $1,500.00 we 
still will not tax you. 

It is our submission that disabled people, 
who are able, will strive much harder to get up to the 
$1,500.00 level. That again we all kn and we all 


recognize you get to the stage where you are working 
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and so much of your money is going into income tax and 
this has a kind of dampening effect on his ardair for 
work, With the disabled, it is especially that way. 

THE CHAIRMAN: I do not think you are being 
consistent. You put everything on the basis that your 
disabled people have higher costs than people who are 
not disabled and they need exemption. You have not come 
forward and said that if they earn money they should 
not be taxed as much as other people. I do not really 
think it is, up to this point, what you intended. When 
I first started on this I said, is this a request re- 
lating to taxation for these people. I wouldn't think 
so because I can see no particular justification for 
it on the basis of taxation. 

I can see justification where they have extra 
ordinary costs which everybody else does not have. ‘There 
Should be some exemption. If this is concession to cost, 
I can understand it. If it is simply to say to pay less 
taxes, I do not think I do fully understand. If related 
to cost, surely it is in lieu of other things of which 
you said, 

DR. ARMSTRONG: T think this may be true. 

I think this exemplifies the principle, we are trying to 
get to the incentive for the disabled to get out and 
help themselves. I think in considering this, we were 
thinking of the disabled, a pension for instance that a 
totally disabled person gets now. 

There is a ceiling of how much income he 
can have in addition to that. What we run into in a good 


many instances at the present time is, a person who has 
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the disability pension and refuses to help himself 
beyond the allowable. 

A disabled person that makes himself indep- 
endent, if he got exemption of transportation costs and 
gives exemptions that help him compete equally with 
other people, that this $500.00 would be superfluous 

THE CHAIRMAN: That is the way it appears 
to me. I am prepared to suggest to you that you consider 
that and give us your views. At the moment I am stuck 
with the point. I can see justification for the cost. 

It makes good sense if this $500.00 is in lieu of 
costs. It should stay there and the othe things ought 
i go out. 

PROFESSOR LINDEN: It may be that all of 
these proposals cannot be accepted. There are situations 
where people are not affected by this $500.00 exemption 
at all and won't have extra costs. Again, there may 
be people that are very much affected by this $500.00 and 
do not have very great extra costs. 

Here sis the difficulty of our position if 
we have to select. The man in a wheelchair, a parap- 
legic, does not have very much cost after he is in the 
wheelchair and getting around. As far as medication is 
concerned there is not a great deal of cost in that. 

To a man like that, this $500.00 exemption could be a 
very valuable thing. 

THE CHAIRMAN: I have an idea that disabled 
people who are employed successfully or successfully 
earning their living are not particularly anxious 


to avoid full payment of taxes. 
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What they are anxious to obtain is proper 
deduction. I think that is what we ought to shift for. 

DR. ARMSTRONG: I would concede your point 
on that. I think it is far more important of this type 
of exemption, transportation cost exemption. This is 
a definite handicap for a person working as a clerk 
or machine operator with a comparatively low salary, if 
he has to pay tax. He has to own his own car, not as 
a luxury, but simply to run. If this is inconsistent 
or if there was a choice, I would favour to help with 
the costs rather than attach a concession, 

THE CHAIRMAN: That is the way I feel about 
it. If after considering this matter you have a differen 
idea, do not hesitate to let us know, 

We have dealt with E, I think. 

Going to F, I have some difficulty with re- 
gard to this because I am a little uncertain as to 
who is to get the 150 per cent deduction. 

Voluntary organizations spend money on 
research, that is true, But only part of the money they 
receive is spent on research. and the only person, the 
tax payer, involved would be the individual that makes 
the deduction. I think you have to say if you gave 
money to the Arthritis and Rheumatism Association, of 
your gift 25 per cent goes to research and after that 
you are entitled to deduct 125 per cent. It is a little 
clumsy. 

DR. ARMSTRONG: It may be done that way. 
Those gifts come specifically for medical research. 


Again, the philosophy behind this is, this is important 
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for the nation, that the 100 per cent deduction indicate 
its importance, but 150 per cent deduction seems to 
indicate that it is even more important. 

Again the feeling of our various bodies was 
that industrial research, certainly medical and chemical 
research, is just as important and an extra added in- 
centive might help the giving of more funds for research 


and thereby be of help to disabled people. 
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THE CHAIRMAN: But there is no argument 
or evidence here that you are short of research funds 
whatsoever. It is often said lately that there is not 
enough money for medical research, That is the fact that 
I do not think is very wel established. I suspect 
there is a great shortage in certain areas and suspect 
there are adequate funds in other areas. 

I would find it very hard to go along with 
this without knowing really more about that. 

DR. ARMSTRONG: I think, Mr. Chairman, there 
should be supplementary information submitted on that 
point. Unfortunately neither Dr. Roeherrpr I are in 
meter organizations. 5 are more service orientated. 
Certainly the Canadian Heart and the Canadian Arthritis 
in particular are interested in research funds. 

With regard to medical research in Canada, 

I think it should be documented that in Canada the 
Government and voluntary funds that go into medical re- 
search lag in comparison behind other countries. 

THE CHAIRMAN: I think that could be docu- 
mented. 

DR. ARMSTRONG: Percentagewise I think we 
are about one-tenth of the research medical funds that 
the United States put in, although you might argue that 
they put in pretty generously. 

THE CHAIRMAN: You have to go beyond that. 
You have got to show es are people who will spend 
those monies and who are not doing research work because 
they are short of funds. 


DR. ARMSTRONG: I would rather suggest 
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we ask the agencies which are more involved in research 
than I am to submit supplementary information on that. 

THE CHAIRMAN: I do not think it is easily 
supported, but there may be a very good case. As I say, 
it is a complicated area. 

DR. ARMSTRONG: Yes. I personally do not 
like to see specific disease funds growing up rather than 
research funds that can be applied where the need is 
greatest. , 

I think where funds are raised for a specific 
disease group the condition has to be well established 
as one of major concern rather than a small group where 
the instance of the disease is comparatively light. 

DR. ROEHER: I think this is a very good 
point about research and it needs considerable study. 

I think the polio situation is an interesting 
example where, because the March of Dimes in the United 
States was able to raise the money, they had ultimately 
decided that theywould gamble $10 million on intensive 
work, and it came up with an answer. 

I think you might have argued there is no 
case for research. I think it is a case of how to ad- 
minister it, the programming. There is a lot left to 
be desired as to how to administer it. It is being 
handled on a world-wide basis. Nobody would deny that 
research is the kind of thing that is going to advance 
us. 

The other pointis es tio how you would allocate 


this. In our own organization any monies coming in 


for research go into a research trust fund and ere veallocat 
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1 very carefully. I think this is important. 

2 THE CHAIRMAN: I quite agree, though I 

3] would never have believed that the "whole-man" approach 
4 to research would have cured polio. 

= But money for research is extremely import- 
6 ant. JI am not sure whether this would do what you 


7 require, and again I am not sure whether you have the 


8 facilities to spend the money. 
9 DR. ARMSTRONG: I think this is one of the 
10 problems in Canada which is a vicious circle, We are 


11 losing a lot of our outstanding research people to the 


12| States because we have not got the money to keep them 
13] in Canada. It is hard to break the vicious circle that 
14 is created. Not until we get the people in Canada are 
15 we justified in raising funds for them to spend. 
16 THE CHAIRMAN: Thank you very much indeed, 
17 gentlemen. You have put this forward very ably, I 
18 think, and with some conviction. 
19 My worry still hangs round the definition, 
20 because if we cannot clearly run down what a disabled 
2 person is, the whole of what you have put before us 
really falls. We shall certainly do our best to try 
to see if we can achieve something which is administrative, 
which can be administered. 

There was a suggestion made which perhaps 
is the answer to it; I do not know, 

If you have any further thoughts on that 
we would be very glad to have them, because this is the 
central point of what you say. 


Thank you very much indeed. It was nice to 
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see you. 


DR. ARMSTRONG: Thank you for a very sympath- 


etic hearing. 


SUBMISSION OF 
THE EDDY MATCH COMPANY LIMITED 
Appearances: MR. J. A. LAWRASON 


MR, ARTHUR MAY 


THE CHAIRMAN: Yes, Mr. Secretary? 

THE SECRETARY: Mr. Chairman, the second 
brief this morning is being presented by the Eddy Match 
Company Ltd. Mr. J. A. Lawrason, Vice-President of the 
Match Division is here to speak to the brief. Associated 
with him is Mr. Arthur May, Consultantfor Excise and 
Sales Tax, 

I would like to enter this brief into 


the record as Exhibit 265. 


~--EXHIBIT NO. 265: Brief submitted by the 
Eddy Match Company Ltd. 
THE CHAIRMAN: Thank you, Mr. Secretary. 
Good morning, Mr. Lawras on. 
MR, LAWRASON: Good morning, sir. 
THE CHAIRMAN: Mr. May. 
Before we proceed to examine the brief -- 


which we have already read, I might say -- I would be 
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glad if you would care to speak to it or add any thing 
or take away anything which you please. 

MR. LAWRASON: Thank you, Mr. Chairman. per- 
haps I may be allowed to make a few remarks. 

We have endeavoured to incorporate into our 
brief all of the pertinent factors that lead up to our 
recommendations--which can be found, as you are aware, 
on Page 20. 

If I may be allowed, sir, I have a few 
samples here, a small boxful for each of the members of 
the Commission, to which they might like to make some 
reference during the discussion on the brief, This 
is one product we can bring into the courtroom with 
some ease, 

If I may be allowed to submit these... 

THE CHAIRMAN: Yes, by all means. Will those 
demonstrate the different kind of matches? 

MR. LAWRASON: Yes, sir. 

THE CHAIRMAN: Fine. 

That is most interesting packaging. 

MR. LAWRASON: The samples before you really 
are presented to illustrate very clearly to you the type 
of packaging and advertising to which we make reference 
in our brief. 

There is not too much that I can add to the 
brief, and therefore I am at your disposal for any quest- 
ions to which you would like to have some answers. 

THE CHAIRMAN: Yes. Your brief speaks of 
a very wide spread in the sales prices of matches -- 


$6.50 per thousand to $187.50 per thousand. Have you 
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anything here worth $6.50 and anything worth $187.50? 

MR. LAWRASON: Yes, sir. The package in th 
gold in the front of you is probably one of the most 
expensive ones that we as a manufacturer produce. 

This was part of a direct mailing campaign 
where tne actual signatures of several individuals were 
verkotyped -- which is more than just a typing, a raised 
kind of lettering which was put on at the request of 
our customer. These were mailed out, as I recall, 
over a period of a year to specific addresses as part of 
a direct mail campaign. 

Another in the same general area is this 
yellow package for the Canadian Car and Bus Advertising 
Limited. The matches actually had a personalization 
imprint on the front cover which was all hand labour 
actually done one at a time. This was mailed out to a 
very extensive list. There were several thousands of 
people across the country who got these, which we mailed 
on behalf of the customer to their clients. 

THE CHAIRMAN: Yes. 

MR, LAWRASON: At the other end of the 
scale we have the small ones. I have just the one sampl 
of these, which I would submit. It is a stock package 
of book matches which are normally sold as a one-for- 
one-cent at the tobacco counter or as a package for 
usually around 21 cents for the whole package. Our 
selling price gets down to the bottom of the scale here, 
as indicated. 

I also have another package of imports 


which are even less expensive. 30 they do run this 
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wide gamut. 
THE CHAIRMAN: 
MR. LAWRASON: 
THE CHAIRMAN: 
MR, LAWRASON: 
THE CHAIRMAN: 


MR. LAWRASON: 


5611 


The imports are less expensive 
Slightly. 

Are those imported by you? 

No, sir. 

Those are competing matches? 


Les. 


COMMISSIONER WALLS: First of all, it is 


rather a pleasant surprise to find somebody suggesting ho 


we can make a little more tax than removing the tax. 


It is the first excise tax product on which the partici- 


pants have suggested how we could make more money rather 


than removing it. 


So I would like to ask you first of all, 


is your main reason for this that if we removed it on 


matches we would probably also have to remove it on 


lighters and that you would then be up against them 


on a tougher competitive basis than you are when you 


are both paying. excise tax? 


THE CHAIRMAN: 
MR. LAWRASON: 


thank you, 


Stand or not, as you please. 


I would just as soon stand, 


No. If the tax were removed on both commod- 


ities, I am sorry to say our competition would be just 


as difficult from lighters as it is to-day with the 


tax on them. 


COMMISSIONER WALLS: Perhaps even more so. 


MR, LAWRASON: 


Well, I do not know how it 


could be much more difficult than it is. 


COMMISSIONER WALLS: You suggest that the 
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tax should be changed from ad valorem to a fixed amount, 
and really of course there is nothing to oppose that, 
While most excise taxes are ad valorem there are except- 
ions in the way of cigarettes and tobaccos that are on 
a fixed basis per thousand, 

When you come to the advertising part you 
say, "Inasmuch as no other advertising media of which 
we are aware is subject to a special excise tax..." Here 
you including cosmetics, which in many cases in the 
package contain advertising of that firm's other prod- 
ucts? 

MR. MAY: I think in the match and in the 
lighter too you are talking about a product which is 
used specifically as an advertising medium and is bought 
as an advertising medium. It could well be that sometime 
cosmetics are bought and distributed as advertising, 
but I am not familiar with them if they are. The match 
more and more is getting to be a product which is used 
as an advertising medium in itself. 

COMMISSIONER WALLS: In other words, the 
point you are bringing out is that advertising as such 
does not carry an excise tax and your match is only 
incidental to the advertising? In other words when 
T. C. A. hands me a box of matches, they are not a bit 
interested in whether I have a light for my cigarette 
or not; they are interested that I should know that 
T. C. A. have jets and so on. 

MR. MAY: Tes. 

COMMISSIONER WALLS: The basis of your argu- 


ment is that on the advertising portion you should not 
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have to pay excise tax? 

MR. LAWRASON: Correct, sir. 

THE CHAIRMAN: There is something I do not 
understand. Is advertising material not subject to tax? 

COMMISSIONER WALLS: To sales tax, but not 
excise tax, except when it is part of an excise-taxable 
article; 

The only thing is, how you draw the distinct- 
ion, because, as I say, there are other products that 
advertise their own firms! various products within the 
package who pay excise tax also. The only difference 
is that you are advertising somebody else's product 
with your matches, 

MR. MAY: Yes, although I am not familiar 
with any product that is subject to this spreial excise 
tax which is in itself an advertising medium, 

COMMISSIONER WALLS: Not in themselves, but 
the point I am getting at is to draw a distinction, 
because there are other excisable products that carry 
advertising. 

MR. MAY: Within them? 

COMMISSIONER WALLS: Yes; that is the exceptipn. 

MR. MAY: I doubt very much -- I am not sure, 
but I suspect -- that where an advertising pamphlet of 
some kind is included in another item that is subject 
to excise tax, whether the advertising pamphlet itself 
is part of the excise-taxable value of the product. 

COMMISSIONER WALLS: You use as an example: 
"Many products in Canada subject to special excise 


duties are taxed on a specific basis" -- to which I agree 
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as regards tobacco. I notice you also use spirits. 

Of course, they are not under excise tax; they are under 
excise duty. You would have been better if you had used 
wine, because wine is under excise tax. 

MR. LAWRASON: On that point, if I may point 
out to you that in actual fact what is happening with 
the trend towards the use of book matches and wooden 
matches as well as an advertising medium, is that we 
find that we are up against the other advertising media. 

As regards the national companies, or those 
who prepare annual budgets for expenditure on advertising 
our sales force endeavour to get matches on that list 
if they are not already on. m many companies, of 
course, this is on. We are definitely competing with 
this product against other advertising media. It has 
become an accepted article in many many companies as 
a method of perhaps a little more personal advertising 
than some of the other media that are used. 

COMMISSIONER WALLS: You also refer both to 
excise tax and to tariff simultaneously for reductions. 
If I go in and buy a pack of paper matches I pay one 

boxes 
cent. If I buy wooden matches it is two/for 5 cents. 
If there were any reduction in either excise tax or 
in tariff, would the consumer be able to buy either of 
these commodities for any less than they are buying 
them to-day? 

Therefore, if they cannot, might the 
Government not qust as well continue to get the revenue? 

MR. LAWRASON: Actually, sir, we are not 


really recommending a reduction in revenue, because you 
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are quite right. With our currency and one cent being 
the lowest form... The little smokers match, the small 
box, is traditionally priced at two for five, and I 
think it has been as far as our records indicate for the 
last 30, 40 or 50 years -- so far back that we cannot 
find out when the first one was bought at two boxes for 
5 cents. 

Generally speaking, however, the recommend- 
ations that we are seeking here will not affect the 
cost to the consumer at all. 

COMMISSIONER WALLS: That is the point I 
was trying to get at. If you were alleviated to the 
extent of the advertising medium from excise tax your 
industry would be quite content to continue to pay 


excise tax.on your matches, 
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MR, LAWRASON: Oh yes, I still do not see 
any reason to ask for total exemption unless lighters 
are given the same treatment. 

COMMISSIONER WALLS: Dealing with your con- 
cern about lighters. Do you really think that the price 
per light, the way you have worked it out, has any 
bearing on a man who uses a lighter or matches. Does 
he not buy lighters for other factors than cost-per 

of prestige or 
light such as an ornament, as a safety factor, that in 
effect perhaps the increase in lighters is in relationshi 
to the increase in cigarette smoking omer 
Jt. pipe smoking. In other words, the pipe smoker is 
a match user predominantly. 

As you have had an increase in cigarettes, 80 
also the increase in lighters has grown simultaneously 
with that. I do not believe anybody thinks of the 
relationship of cost per light as to whether he uses 4 


match or lighter. 


THE CHAIRMAN: We are seeking to tax what 
the consumer spends. We are not seeking to tax each 
flame. Consumer spending is proportionate to the 
amount a man spends and whether he has an expensive 
light or cheap light is rather beside the point. I 
do not see why we do not have it on lighter fluid. 

COMMISSIONER WALLS: And flints. 

THE CHAIRMAN: The excise, 

MR, MAY: I suspect that the Department woul 
cease to tax. They were taxed for flints and fluids 


because I expect the amount of revenue which was being 
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derived from them may be impractical to collect. 

If I might answer your general question, 
does how much a light costs in terms of lighter, if 2 
lighter or match I think the answer is no. The person 
would use a lighter or match by other factor. This is 
ameans of raising revenue, 

When a person, for whatever reason at all 
changes from matches to lighters, revenue is lost. If 
he stays with matches, it is purely a question of rev- 
enue and is the use of proper basis on which to apply 
the tax. I think this can be the only reason for the 
tax, if they wanted taxes for this specific product. 

Obviously it is related to the use of 
which has been subject to excise taxes. If you oe the 
reason for taxing ee products, either match or doer. 
you do not have as much revenue. The revenue is less 
where the lighter is used rather than a match. This 
is the sum and substance of the argument, of course. 

THE CHAIRMAN: Really the point you make to 
us is you prefer a specific tax, an ad valorem tax 
for excise purposes. 

That, perhaps, is not unreasonable. I would 
have thought the best tax is that which is most closely 
related to consumer spending, and I expect ad valorem 
is most closely related to consumer spending, but IL 
am not sure, 

MR. MAY: I think you are right with the 
sole exception of the argument being mentioned as matches 
go up in price the advertising content goes down. 


Basically the match in all these samples is identical. 
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The difference that makes the $6.00 and 
$680.00 per hundred is purely the advertising cost. 

COMMISSIONER WALLS: PN Eee the advertis- 

tax leave the tax 
ing portion from excise/and/on ad valorem basis for 
Specific, 
matches or you change it to a/‘rateé tax and include the 
advertising which is the basis of your argument here. 

MR. MAY: Yes. The recommended specific 
rate 1s simply to try to avoid the tax on the advertis- 
ing feature. 

THE CHAIRMAN: I think I understand that. 

Is there anything more? 

COMMISSIONER PERRY: I wonder if we could go 
over the arithmetic on table 2. 

MR. MAY: Page 7. 

COMMISSIONER PERRY: Yes. Looking at the 
excise tax column, as I read it the tax on paper matches 
would be about double, more than double -- 2.5 per 
thousand, 

MR. MAY: Per thousand matches? 

COMMISSIONER PERRY: You say there would be 
a modest increase in revenue. Why wouldn't there be 
about 100 per cent increase? 

MR. MAY: With respect to these paper booklet 
matches there would be 100 per cent revenue. 

COMMISSIONER PERRY: This: amount of 
100 per cent in revenue is not a modest increase. 

MR, MAY: It becomes only a fraction of a 
cent a booklet. The retailer would still be paying 19.7. 


COMMISSIONER PERRY: I can follow that. The 


excise tax itself is double. 
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MR. MAY: On this particular package of 
matches, 

COMMISSIONER PERRY: What you are saying is 
the consumer won't realize that. 

MR. MAY: He won't pay it. He still wants 
it for 1 cent a book. 

COMMISSIONER PERRY: This would be money 
coming to the Government which is coming in into twice 
as much money. 

MR. MAY: On the other hand where you get 
your $187 matches, there is quite substantially 

COMMISSIONER PERRY: Your average manufactur- 
er's price, which I assume includes this $187 matches 
as well as 56. 

MR. MAY: These are matches sold at retail. 
This should be made clear. 

MR, LAWRASON: This is what we call stock 
type of commodity. 

COMMISSIONER PERRY: It is not typical of 
your range of matches. It is simply the stock matches. 

MR. LAWRASON: That is correct. 

COMMISSIONER PERRY: How it demonstrates the 
point we are trying to make -- I can see if the very 
expensive matches are not included there is a substantial 
offset. 

THE CHAIRMAN: Is the offset more than the 
gain? 

MR. MAY: Table II is intended to show 
the effect of specific rate on retail prices only. Nothing 


else. To indicate what this change might be to the con- 
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sumer who has to buy matches. 

THE CHAIRMAN: And this is what the impact on 
the federal treasury is. 

COMMISSIONER PERRY: Your comment, "the fore- 
going Table II does indicate that the proposed change 
should result in a modest increase in revenue --" 
and therefore you are using it yourself for another pur- 
pose, 

MR. MAY: There is a table that shows what 
you may expect, 

COMMISSIONER PERRY: I think that is Table 
. 

MR. MAY: That is not double revenue, that 
is limited only to -- certainly we can supply you with a 
Sable f Ut 18 not bFhere. 

THE CHAIRMAN: Do you happen to knq now 
theveffect: on revenue taxes? 

MR. MAY: I have a table here which you 
do not have. But it shows that for the period 1955 to 
1962 ine 18 W., the tax collected on matches is equiv- 
alent to 2.15 per thousand splints, and in total dollars 
the amount of revenue collected at 10 per cent for that 
period of years was 55, 2165 0. „ house. 

The tax at a specific 25 cents per thousand 
splints for the same period would be $6 ,009,350. 

It is an increase of the difference of 2.15 thousand 
splints and 2.5 thousand splints. 

THE CHAIRMAN: Eight thousand dollars over 
an eight-year period. 


MR. MAY: For the year 1962 the 10 per cent, 
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the ad valorem, collected was $689 thousand. ‘Two and 
one-half cents a thousand splints would have created 
$728,100.00. 

THE CHAIRMAN: The improvement would be 
$39,000.00 for 1962. 

MR. MAY: Yes. It will create more revenue. 
The purpose of the recommendation is for the purpose of 
trying to get rid of this specific excise tax on the 
advertising value of matches which is becoming more im- 
portant every day. 

THE CHAIRMAN: So that the Eddy Co. is 
prepared: to absorb another $40,000.00 a Fear, ‘Im order 
to avoid the high impact of the ad valorem tax on the 
more expensive matches, the manufacturer would absorb 
this tax I would suppose. 

MES MAY T doubt it. T think it is likely 
to be added to the price. But, it will not reach the 
consumer, 

THE CHAIRMAN: The retailer will absorb it. 

MR. LAWRASON: I might clarify this for you. 
The average consumer paying 1 cent for one book of matches, 
that product starts off at our factory without taxing 
at approximately $7.00. 

The consumer is paying $25.00 for it and 
therefore you will have a markup range from $7.00 to 
$25.00, which of course is a very substantial markup. 

As a result, it would be our feeling that if there is a 
tax adjustment which would actually increase the revenue 
and that revenue should come out of the wholesaler 


or retailer markup which is substantial, at this one 
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cent sale level that actually spread across the whole 
volume of matches will be in this category, the small 
difference in tax we are talking about is infinitesimal, 

COMMISSIONER PERRY: It seems to be 10 per 
cent. 

MR. MAY: This, incidentally, has been true 
for years, on every excise tax on matches whether it 
went up or down, the paper book match still sold for 1 
cent a book, 

MR. LAWRASON: ike is a trend overcoming 
that. The chain stores are selling a packet of this 
kind for 21 cents or 25 cents. Even so, with the tax 
change we are recommending I do not believe they would 
changes their retail price at all. 

COMMISSIONER WALLS: I bought two of these 
or JT cents, in a-chain store, 

COMMISSIONER PERRY: Was this tax never on 
a specific basis? I had a feeling it was not. 

MR. LAWRASON: Up until 1949 it was ona 
specific basis. 

COMMISSIONER WALLS: Did the industry ask tha 
it be changed? 

MR. LAWRASON: No. The Government changed 
it. 

MRS. MILNE: One question. I am thinking of 
this little package that you buy in the chain stores and 
grocery stores and a number of places for 19 cents, 20 
cents, 21 cents. The average retail selling price is 
50 cents. You cannot buy a volume of these. A company 


and so many places, a restaurant you go in, and possibly 
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you need a package of cigarettes and they give you one. 

I am wondering to what degree these 50 books 
of matches get 50 cents to the retailer, 

MR, LAWRASON: I can give you my estimation 
of that. I would think that approximately 35 per cent 
of the book matches sold or distributed. That is approx- 
| imately. That is an approximation.. I would have to do 
some arithmetic to figure that exactly. I think that is 
reasonably accurate. 

COMMISSIONER WALLS: I have one more question 
and this is more for my information. 

Why should somebody like the Eddy Company hav 
to import either the paper stock for matches or the 
chemical? 

MR. LAWRASON: There are many chemicals 
used in the composition applied to the head of the match 
which are only made outside of this country. 

There are some types of paper board, I refer 
to what we normally call flint board, which are made only 
outside of this country. 

I am pleased to say that after considerable 
effort on behalf of our manufacturers we have paper 
manufacturers in this country now endeavouring to make 
au for us. 

Indeed we have purchased some in recent 
months on a trial basis to see if they can supply us. 

It is a specially treated paper, as you understand. 
It has impregnations in it. 
Because of a policy we buy everything we 


can in this country too. 
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COMMISSIONER WALLS: I might confess that 
this is for my own information, is there heavy import- 
ation of Italian wax matches. You make no attempt to 
compete with them? 

MR, LAWRASON: They are entirely a different 
type of manufacture. It involves a considerable amount 
of hand labour. It is an inferior type of product. As 
a type of match, it is becoming less manufactured around 
the world. 

These paper matches, or wooden matches are 
predominant. 

THE CHAIRMAN: I do not think we have any 
more questions. I understand what you put before us. 

I can assure you we will continue to consider them. 

Thank you. 

MR. LAWRASON: Thank you for your consider- 
ation, 

MR. BENNETT: I have one brief to enter into 
the record from the Canadian Arthritis and Rheumatism 
Association. 

I would like to enter this into the record 


as Exhibit 266, 


---EXHIBIT NO, 266: Brief from the Canadian 
Arthritis and Rheumatism 
Association, 


---Whereupon the hearing adjourned at 12:15 p. m. 
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---Upon commencing at 9:30 A.M. 

THE CHAIRMAN: Mr. Secretary, it is now 
9:30; I think we ought to start, 

THE SECRETARY: Mr. Chairman, Commissioners, 
this morning we have a brief from the Canadian Pulp and 
Paper Association, Mr. R. M. Fowler, President of the 
Association, is here this morning together with a number 
of his colleagues. He will speak to the brief and 
will introduce the gentlemen with him at the table. 

Mr. Chairman, I would like to enter this 


brief into the record as Exhibit 267. 


---EXHIBIT NO. 267: Brief submitted by the 
Canadian Pulp and Paper 
Association. 


SUBMISSION OF 
THE CANADIAN PULP AND PAPER ASSOCIATION 
Appearances: 
. R. M. FOWLER, President 


. M. N. HALL 
E 


„6. C. GIBB 
MR. W. E. HAVILAND 
THE CHAIRMAN: Thank you, Mr. Secretary. 
Good morning, Mr. Fowler, gdueiens tt 
MR, FOWLER: Good morning. 
THE CHAIRMAN: Before starting, I would be 


grateful if you would introduce your associates to us. 
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For my part I introduce to you the members of the 
Commission whose names are all before us here. 

We would like to hear about your association 
which you refer to very briefly in your submission. 
We would like to know a little more about it and any- 
thing you care to tell us about the method and prep- 
aration of your submission. 

MR. FOWLER: Yes. Mr. Chairman, Madam and 
Gentlemen, first of all to introduce my colleagues and 
also perhaps at the same time to explain how we went 
about preparing this brief, we had a sub committee 
of our executive board. Mr. M. H. Hall, the President 
of the Dominion Tar & Chemical Company Limited, was one 
member of that committee and I am glad to say he is 
here to-day. Mr. Hall is on my extreme left. 

We then also had a sort of special working sub- 
committee. I do not mean the first committee did not 
work also, but this did the detailed work. This consis- 
ted of Mr. Rankin, who is on my right, who was President 
of that sub-committee. He is an officer from Anglo- 
Canadian Pulp and Paper Mills Limited. 

Then, on his right is Mr. R. W. Wilson and 
Mr. G. C. Gibb, both from the Canadian International 
Paper Company. 

At the end of the table is Mr. P. R. Marchan 
from the Dominion Tar & Chemical Company. 

I hope, by the way, Mr. Chairman, that you 
will allow my colleagues to intervene at various points 
to explain some points and more particularly to correct 


me when I go wrong -- which I am very apt to do. 
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THE CHAIRMAN: Indeed, I certainly hope they 
will. It would be unfair to expect you to know all the 
answers, 

MR, FOWLER: Certainly their knowledge of 
these taxation problems is considerably greater than 
mine, 

This sub-committee prepared various Sugges- 
tions and drafts which were based on questionnaires 
and discussions with various members of the association. 
These were considered by the sub-committee of the 
executive board of the association of which Mr. Hall 
is a member -- of that committee. Then we took the 
final draft of the brief to the executive board and 
obtained further suggestions before it was put into fina 
form and put in your hands, I think on the 15th of 
October, 

You ask a word about the association. I 
think we have almost completely in our membership all 
producers of pulp and paper in Canada. I think there 
may be one or two companies that are not members, but 
substantially we have in our membership all the producer 
of 990 and paper in Canada. 

The association, without taking too long 
about it, has a variety of activities. We operate two 
very large professional associations of technical men 
in mills and woodmen's operations in the woods. We 
have quite a Heavy participation in research activity 
in partnership with the Federal Government and with 
McGill University. 


We are involved in various matters such as 
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this one here on behalf of the industry, where some 
expression of opinion is required to a public body such 
as a Royal Commission or indeed with governments gen- 
erally. 

We have some public information services 
about the industry and we have a very large statistical 
activity as to what is going on in the pulp and paper 
world, not only in Canada but throughout the world. 


The structure of our organization involves 


an executive board of 30-odd members which substantially 
makes up the presidents or chief executive officers 
of nearly all the major companies of Canada. 

Is that enough on the association? 

THE CHAIRMAN: Thank you very much. 

MR. FOWLER: As far as the brief is concerned, 
it has been filed as Exhibit 267. I do not propose 
to read it, but would like to try to get to the major 
points on it. However, I have to say that knowing the 
volume of reading matter this Commission is likely to 
have, we deliberately tried to condense what we had 
to say, and now I am starting to try to summarize an 
already existing summary. 

I suspect the notes I have made for that 
purpose are slightly longer than the original brief. 
Excuse me. 

In preparing this brief we have not tried 
to cover all aspects of taxation in Canada or indeed 
perhaps all matters which fall within your terms of 
reference. We felt for an organization which is general 


across Canada, with membership in practically all provintes, 


1 


e pea nm N 


8 a 
eee eue ate ces seat ee 
otateegs agtel vas u vad ow bus yrteubat ect suods 14 


* 
aeg ee lee edt at no ate et dad ot as yiviton fe 


ton ane Suodquorts td sbsnad mt ‘no ton ro 
entern motdsstassre aue 30 etutoinde edt 
wisiinatadiun dotdw exedmsa bo- Od Io FHD sviduoexe ns 
AT ateclTic eviduoere tate to ataebLestq of? qu sedan 
beds Yo ashasqnoo tolan edt IIa lasen 1 
: tmottetoosaes edt mo Aguone gend el « 
* em Wire voy, Ansd?. :MAMAIAEO T ti 
Nheomteonoo al Lend stig es 183 A =AGIWOU,,aM | 
saeconmy Jom Ob 1 .TSS ¢ididxl es belt? need aad st 
tolea oy oy Jeg oF ytd of ett binow gud .3L beet of 
et ect wt A cis yse o¢ evad I .cevewoH e so. nog 
oy Nen eL solentowo) ads 102898 antheet to mul 
ber ow Jadw sensbaos os bete WIS ned Lab ow vn 


as siicsqmus of vit of gaidisiea ms I won bap e Oo 


Wande guiveixe ybsotis 
Jarit den ehen o T don srt d,’ T_ 
„ et Lsatetue orld ee eee ste ea saogmq fe 
eo ou 9auoKe | 
Betts ton vad ew tetud elds gatzegenq al. e 
* beebat 40 sbsas) nt notsaned, 10 atosans fis * ah 
80 rsd iw0y atditw 1181 — 
et det — 22 0 
IIa MISS tun mi W 


ANGUS, STONEHOUSE & CO. LTD. 5630 
TORONTO, ONTARIO 


that we had better concentrate on a few points and 
we are mainly dealing with certain aspects of corporate 
taxation. 

In that connection I want to say we are 
grateful to your staff for sending us on November 8th 
a list of questions, a fairly lengthy one, mainly relating 
to the tax treatment of forestry operations. These came 
in shortly after November 8th and frankly we just have 
not. had time as they are pretty technical, to get 
the answers from the scattered membership or even from 
the committees we have set up to do this kind of thing. 

If we have your permission I would rather 
put in subsequently a memorandum attempting to answer 
such of these questions as we feel we can answer. 

In any event I think you will find that the 
answers to these technical questions in writing will 
probably be a little clearer than any we might attempt 
to do to-day. 

THE CHAIRMAN: We would be very grateful 
if you would take your time over those questions and 
answer them at your convenience. I do not think it 
would be at all fair to expect you to reply to them 
at this time. 

MR. FOWLER: Thank you, Mr, Chairman. The 
Simple fact is that we are not ready to answer on behalf 
of the organization we represent in the time we have 
had available, and anyway I think it will be better to 
submit them in writing. 

I did say a moment ago, I think, that the 


pulp and paper industry was Canada's largest single in- 
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dustry and therefore it is not surprising that it is 
substantial both in volume of production and in volume 

of taxes paid. The total production value is of the 
order of one billion six hundred million dollars per 
year. Of that about two-thirds is exported, which puts 
it at something over a billion dollars of exports. 

That fact of the heavy participation in 
exports is of basic importance, I think, to our sub- 
mission. This export trade we calculate is something in 
the order of 20 per cent of total Canadian commodity 
exports and something over 30 per cent of commodity ex- 
ports to the United States. We think it is of primary 
importance that this and other such industries should 
be competitive in world trade and competitive power is 
undoubtedly affected greatly by the level and the weight 
of taxation. 

On the basis of the survey we made, using 
1961 as a yardstick, our members paid about $120 million 
in federal corporation taxes or about 9 per cent of the 
total. They also paid included in this figure $220 
million in 1961 to all levels of Government in Canada, 
or about 44 per cent of total paid by corporations. 

That figure, of course, does not go beyond 
the fairly direct taxes paid by this industry. It does 
not include either the personal income tax of the 
employees of the industry, nor does it include the tax 
revenues that are generated by the fact that you have a 
pulp and paper production in Canada, 

The brief, as I said, deals mainly with 


corporation taxes and their effect on company operations 
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I think we very wisely decided not to discuss the dis 


tribution of corporation taxes between various levels 


| 
| 
of Government, | 

It is our conviction that the level of tax- 
ation, especially the level of corporation taxes, is a 
major factor in determining the level of economic | 
activity and the rate of economic growth. If the 
corporate tax level is too high the economic growth | 
will be slowed. If it can be reduced, growthwill be 
stimulated. 

At the same time we know (in the words of | 
your terms of reference) that a sufficient flow of re- 
venue must be maintained to discharge the necessary and 
desirable costs of Government and Government services. 

So in considering the Canadian tax structure 
and possible changes in it there has to be a balance 
struck between the maintenance of the sufficient flow 
of revenue and any tax reductions designed to stimulate | 
economic activity. If it seems desirable to reduce 
certain taxes to increase the rate of growth, the drop 


in revenue must either be met by new revenues or by re- 


duced expenditures or by accepting for a time a deficit 


in the national accounts. 
We attempt to deal with some of these prob- 
lems in our brief. | 
We have a number of inter-related proposals, 
as you will see, I will try to summarize those. I would 
like to say that each of them individually and taken 
together have one common characteristic. They are all 


individually and collectively expansionary, aimed at the 
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use of taxes and tax policy to stimulate the economy and 
to develop a more rapid rate of economic growth in 
Canada. 

The points in the brief can be grouped under 
a number of headings, and I will list those as a sort 
of general summary of the brief. Then, if I may come 
back and make some comments on each one of the headings, 
Lie 2187 

The first main heading deals with corporation 
tax proposals. We suggest (a) a reduction of the cor- 
poration tax rate to 40 per cent on corporate profits. 
(b) An equalization tax (at least that is our name for 
it) on dividends paid to non-residents in countries havin 
higher corporation tax rates. (c) That the ee 
tax should be treated as a deduction at source on persona 


income derived from dividends. And (d) The discontinuanc 


of the preferred rate of 21 per cent on the first 


$35,000.00 of corporate income. 


| 
| 


That is the first main block of suggestions. 


The second heading is for the elimination 
of the withholding tax on dividends to foreign investors 
as being discriminatory and a barrier to the necessary 
free flow of capital in both directions. I will amplify 
that point when I come to it, if I may. 

The third main heading is that we suggest 
an increase in the allowed rates on capital cost allow- 
ances as a stimulus to investment and growth at this 
time. 

The fourth section is that, having made these 


specific proposals for changes, we tried to estimate thei 
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effect on federal tax revenues and suggest what might 

be done and what needs to be done about the result that 
comes out of these calculations, It is an immediate 

net loss in revenue that would result from the suggested 
changes. 

Briefly on this point we think that if the 
changes reduce the expansion and growth that we believe 
they will, much or all of the current loss in Government 
revenue will be automatically and quickly made up. 

The fifth point is to say that if, however, 
this is not the result -- we do not wish to be confident 
that it will be the result -- and new taxes must be 
found to fill the gap, we do make some suggestions for 
future emphasis on tax policy. These are for an expan- 
Sion of the base and perhaps of the rate of the general 
sales tax using the "value-added" principle to avoid 
cascading or pyramiding of the sales tax. 

In that connection, Mr. Chairman, I would 
like to add verbally to the brief some specific comments 
on the sales tax on construction materials, machinery 
and apparatus. 

Finally the sixth heading deals with a some- 


what more minor point which falls within your reference 


(c) about anomalies. This is one we think is important, | 


although relatively it is a smaller point. This one 
Suggests that the cost of investigating new products 
Should be allowed as an expense, whether or not the 
project investigated develops as a result of this study. 
Those are the six main headings I would like 


to deal with, if I may. 
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The first meis the suggestion of reducing 
the present corporation taxes to a rate of 40 per cent 
on profits. 

With Canada as involved as we are and depend- 
ent on international trade, and being so close to the 
American economy and very much inter-dependent with LG, 
we do not think the Canadian corporation taxes should 
be higher than any other major industrial countries, | 
especially the United States. There are strong arguments 
for Canada's rate being substantially lower. 

Under the new American tax proposals, the 
United States would have a rate of 48 per cent. We 
believe that Canada will be forced at least to move down 
the rate of corporation taxes from 52 per cent fairly 
quickly if that event takes place, We do suggest that 
Canada should go further in this process. If they have 
to move at all, they might as well make a good sized 
move and go to 40 per cent as a deliberate step to stim- 


ulate the economy and the rate of economic growth, 


We think that such a step would increase the 
number of investment projects which would fall within | 
an acceptable rate of return. Its initial effect would | 
be to increase funds available to companies for use in 
investment. But the use in any instance would vary. 

It is very difficult to predict in any particular case 
how the proceeds of a tax reduction will be distributed. 
It will vary from product to product and from time to 
time, 

While initally a tax reduction puts more 


money into the corporation's hands, its later use will 
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be one of a number of things -- either for increased 
investment in the business, for larger dividends to 
share-holders, to increase wages and salaries of employee 
or to reduce prices to customers. 

Those are listed in no particular order of 
priority. Probably it will go in all or several of 
these ways. But the important point is that each and 
every one of those choices for the distribution of the 
proceeds of a tax cut is expansionary in its effect 
on the economy. 

Mr. Chairman, we say, as the second sub-head- 
ing under this corporation tax heading, if we do go to 
40 per cent while the American and other major countries 
rates are higher, there will need to be a new equalizatio 
tax on dividends paid to non-residents in countries 


with a higher rate. 


The reason for this is that most countries | 
tax dividends from foreign investments at the full dom- 
estic rate, with a credit for tax paid in Canada -- not 


elsewhere, but in Canada -- up to the limit of the 


domestic rate. So a lower Canadian rate would not benefit 
the foreign shareholder but would provide some kind of 
windfall benefit to the foreign treasury. 

To prevent that Canada, we suggest, should 
impose an equalization tax at a rate such that when com- 
bined with the Canadian corporation tax, the total tax 
would be equal to that in force in the recipient country. 
That would not be unfair to the foreign shareholder, 
who would be in exactly the same position as if he had 


| 


invested in his own country, but w worse position. To 
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the extent that corporate earnings were retained in 
Canada the foreign shareholder in Canada would benefit 
in the same way as the Canadian shareholder. 

The third sub-heading is -- and this is 
an integral part of the plan - that the corporation tax 
should be treated as a deduction at source on personal 
income derived from dividends. The preface of the pro- 
posal is to eliminate the present discrimination against 
the investor in Canadian stocks compared to the investor 


in bonds and other forms of securities. 


oe on 


= 


E 8 = 7 
* 


5 ———— ae i 
sit marbeso iso nen ee Se eee Largetat ee 
P ee e * 
„d ecke to sosterg n .abnehtvth mos? bevizeh emoaak * 1 
10 taatags oe tiantniseath duese eas aventable.od et 4e 5 
sodwevat eds 0) bwingme esse aatbeusd ak tod aeumt edd | 
Lnetibrwoes 10 ano? edge bas abaod ut a 


i 


f w=. 20 wed GTi, aod 


it nennt OF La 


ANGUS, STONEHOUSE & CO. LTD. 5638 
TORONTO, ONTARIO 


It would make equity investment in Canada 


more attractive to Canadian investors. It would thus 


be a strong encouragement of Canadian ownership of commo 
shares in Canadian companies which I think is a very wid 
objective in this country. 

The fourth is that with a lower rate of 40 


per cent and treating the corporation tax as a deduction 


at source on personal income derived from dividends 
there would be no need to continue the present preferred 
rate of 21 per cent on the first $35,000.00 of taxable 


income. 


It is very hard to make any general con- 
clusions as to the effect on the tax burden of share- 
holders in the smaller corporations with incomes around 
$35,000.00. We think that the combined effect of the 
recommendation on such shareholders would not be sub- 
stantial. It does depend on the particular instance, on 
the personal tax rate of the shareholders and on the 


rate of dividend pay-out of the company which may be in 


existence or may be decided on. 


. 


In cases where the 40 per cent corporate 
rate exceeds the shareholder's personal tax rate, he 
would be entitled to a refund. In any case the present 
21 per cent provision seems to have led to some tax 
abuses and surplus stripping by companies around the 
$35,000.00 level of earnings. 

With the growth in the optimum level of 
business enterprises, this $35,000.00 figure seems crude 
ly artificial. 


We think, finally, that the proposal to | 
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treat corporation taxes as a deduction at source on 
personal income would be very difficult to apply admin- 
istratively if every company with profits over $35,000.00 
had a different effective tax rate as they have at 
present. | 

That is our brief summary of the comments on 
corporation tax we put forward. 

The second heading is in relation to with- | 
holding tax on dividends paid to non-residengs. We urge, 
as strongly as we can, that this tax be ‘eliminated as 
being discriminatory and is imposing a barrier to free 
flow of capital which is essential to the development of 
Canada and in particular to the 1 growth of the 
pulp and paper industry. 

I want to make it specific, to have a free 
flow of capital in both directions. For an industry such 
as pulp and paper where units are large and expensive 
and is a capital intensive industry, I think we are going 
to need and we think we are going to need an inflow of 


capital for major new projects which will develop the 


use of Canadian resources sooner and more effectively a 


they otherwise will be developed, and provide increased 


| 


local trade and employment. | 


I do not think there is any doubt at all that 
the Canadian pulp and paper industry would be a much 
smaller industry to-day than if capital had not been 
free to move in to build it. This capital is coming 
not only from the United States, but from Great Britain 
and Sweden and Germany and perhaps tomorrow from Japan, 


we do not know. 
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The reason for this is that throughout the 


world, particularly in places like Western Europe and 
in Japan, there is a rapid steady advance in demand for 
pulp and paper which is coming very quick to outstrip 
local fibre sources, 

In these countries all the statistics and 
all the studies show that serious wood shortages are 
either in existence to-day or are just around the corner. 
Canada has the wood resources for a substantial expansion 
of pulp and paper production to supply increasing world 
demands, But, we are not the only country to which other 
may turn for needed supplies of pulp and paper. If we 
continue the obstacle of the present withholding tax to 
foreign investment, which incidentally does two things. 


It may provide a foreign company engaged in pulp and 


paper production which comes to Canada to participate or 


build a producing unit. 
It may provide that company or that country 


with insured supply from Canada, It would also provide 


Canada with an insured market for that product. 

If we continue this obstacle, the present 
withholding tax to foreign investment, and it is an 
obstacle I am convinced and everybody who looks at it 
is convinced, that search will go elsewhere and there 
are other places for them to go and we will not have as 
rapid growth of this industry or the benefits of local 
trade and employment of such growth. 

There are other more minor aspects to this. 
We think the withholding tax as it is now tends to keep 


imports at a higher level than they need be and we are 


gis oy Pe af dotdw ren 
-as0%os erdft T5001 
Bits . 2 us Nag, oö A 
> eit Ghgatiods boow tas add wore eetbute say rts 
: eee edt beposs Gul s d ab- sonsdekxs at oda 

teitegro Laktnatedwe © vot αEEꝑdvuοον boow I An A0 


7 


7 bl aiicewtont vigque oF moltoubotg teqeq bas dtud to 
2 REA of vrdnvoo yino end gon t sw 9 nnn 
en tT ede bee dL 10 86 Tudbe bebeen 40 thd vun 
on ape Stb tauseetqg sdd to sloBsedo edd unten 
BeRiA? ows seob ylistnsbtonl soliw sneer wratetot 
Das Gd al began vis mgterol S ebivorq Nn 

ao edeqtetineg of Abend od Bamoo flott noltoubotq 28888 


tien gntsubotg s Brod 


r 


ones tag de wsd dete abiworg yam JI = 
| siivotq oals hicow 3X yabsakd rn 10008 beten ts 
„cee ee Yo? eee botwent ns re Sans 
en ee sig eee shit ovalinoo ew tI 
n el OL Gee (Stiemgaevet agierot of e antblodddiw 
tt 98 82 ow Ybodyteve bus besalivnoo us I etostedo 
oreidy Oye srerwesis og [liw dorasa fad? ,beontvnoo at 
| 88 s¥ad fou Iitw das og of meds tot eecatq tadjo era 
Lesson To attended eff to yttusgbak afd? 10 ‘itworg den 
a = <dwotg 4 to Tasmyolqus bas ne 
00 d atoeqse wont 10 dane ots nr 7 i 
P * 


. 


ANGUS, STONEHOUSE & CO. LTD. 564 
TORONTO, ONTARIO we) 1 


all anxious to get a better balance between imports and 
exports. When Canadian demand for an imported product 
grows to a point that a foreign producer would be just- 
ified in building a Canadian plant, the obstacle of 
the withholding tax may discourage him from doing so. 
So, imports will continue at a higher rate 
than need be, and we lose the advantage of increased 
trade and employment that would come from the new man- 
ufacturing facilities in Canada. 
The other side of the coin of free movement 
in both directions, and I think and we think, is likely 


to become more important in the future. We think we 


need to have free export of capital by Canadian companies). 
This may be an odd statement to make where you are in 
a country which is an importer of capital up to now. 

Certainly in this industry and perhaps in 
others substantial increase in export volume requires | 
the acquisition of outlets for the product by process 
of vertical integration. This is not merely a problem 
of getting tariff barriers reduced on fine papers, 


paperboards and packaging materials into, say, the 


United States. | 


For a Canadian producer to take advantage 
of that kind of better access into the United States 
knowing the nature of this market, it is almost 3 
that he go down and acquire outlets. This means an 
export of capital. 

The present withholding tax, and we think 
it discriminatory, invites retaliation from other count- 


| 
ries. You think it is almost inevitable. And it does 


| — „ ) 
| eee bereue den asse nasbans> ood . gte 
Leut Wien datos 2 ot ar 
ip teh nge gn eke dae 9 yatbitud at ent 
ne a ake eee yam xsd gnthloddttw, acid 
K TA etuogmt .o8 
Doggen: tu sgacacavbs, edt 6 01 ow das „ed been nadg 
nen whe c den eee e sats exe Ce bas s 
1 1 -ebuns® af eeittitos? gatustostw ‘fe 
imensvom ser), lo mies sd 10 bre eco adT 


| ylowil 2: Ane ew one datdy T bar ,anoldosst) died ar 11 
ow een of er edd al neee en smooed, oF 
knn ES ed fatiqes to dxogxe set? eved of been Igy 


— 


ml 495 e ren dan ad Jasmed 878 bho os Sd yom ata? 21 
„en of qu Letiges Yo eon as el den yrtauoo & jet 
| ‘Ab aqaifreq one wen abet! stdd at XIntseue9 101 
eeitiipet emulov node al aasee [altnetedus redes ft} 
asevomqd yd soubertq ed¢ aot eteliso to moliietupos eld pgp 
eK ig 6 enen ton ef etal ,oottetpedat Isotttev to fer 
,etegsq soll no beowbes arefized Titisi gotiseg 10 is 
oda e „ent elaltetsm gntgsiesq bas abraodieqaq | 
| —— dos 20 
l slat oF bed aekbsnis) £ 107 
ads — edy oJat sees todJied to bald ganz? 10 
Leatvasaéa tenuis ef th tan atit to stuten eft gatwom 
as Ange sii? .oatelsuc extupos bas. awob og of stadt 
_fstiaso 70 dx0qxe 


Ain sw bas .eed gad Londa t Fapeetg att 


— 


-tnuoo rede mot) ooltellater eetival .yrovaciattrosld gt 


Sesso dl bak da vent guomis at ¢£ Aub r l 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5642 


create an obstacle even if one may not exist precisely 
to-day, against this necessary capital coming in from 
largely unrecognized export of capital that we think is 
to be required for the proper development of this country. 
We submit that the efforts should be to re- 
duce our own obstacles to free movement of capital into 
Canada and get other countries to do likewise and permit 


a free movement of Canadian capital to them, 


| 
I personally for the life of me cannot under 
stand why the free world is so afraid of freedom, | 
The brief does touch rather briefly on the | 
current fear that foreign controlled companies in Canada 
may adopt management policies that are not in the 
best interests of Canada, We think that the problem has 
been badly distorted in public discussion, and that the 
approach to dealing with it by placing obstacles against 
foreign investment in Canada is the wrong approach, 
I think we should try to analyse clearly | 
what corporate policies are against the public interest | 
and what kind of performance we really want from | 
companies, and if necessary take whatever appropriate 
action is needed to correct the policies we do not like. 
I am reasonably convinced that if it is 
performance that we are concerned about, it is unlikely 
that we will correct it by legislation directed against 
ownership. I think any one of us in our personal ex- 
perience could point to differences in performance that 
have no relationship whatsoever to ownership. 
We think it is grossly unfair to impose 


N 
penalties on investment that has come to this country | 
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under a set of rules and assured equal treatment of 4. 


I do not suggest for a moment that the rules cannot 


be changed. But, I do suggest that the rules of corporate 
behaviour should be a general application applicable 
to all Canadian companies, domestic and foreign, and 


if that is done the foreign company that has come to 


Canada has nothing to complain about as long as he is 
treated equally with other Canadian companies. | 
If, on future developments, we want to have 
increased Canadian participation we should do so not 
by imposing penalties against foreign investment but | 
by encouraging Canadian investors to acquire equity 
capital in Canadian industries. 
We think that the package of proposals that 


we have put forth in our brief would do just that and 


would increase the interest of Canadian investors in 
Canadian companies, And, at the same time not dis courage 
the continued flow of investment capital into Canada 
which we are going to need if we are going to have a 


satisfactory rate of growth, 


The third of my headings deals with capital 
cost allowance, We suggest in the brief an increase in 
the present rates of capital cost allowance as a stimulus 
to increased activity and growth. 

It may be that the present scale is genem 11 
in line with the useful life of the assets being de- 
preciated, at present economic growth rates. But if we 
succeed in getting more rapid growth, obsolescence will 
and should be more rapid. If we need to stimulate mod- 


| 
ernization and new investment, we could do so and it 
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would be a contribution to faster growth. 
This principle has been partially recognized 
in the last federal budget, but those provisions are 


limited. They do not cover many items of capital ex- 


penditure and are limited to a two-year period which may 
be too short for a large paper milli, and are discrim- 
inatory. We think the principle of stimulating growth 
by the use of increased capital cost allowances should 
be expanded and made more general, and we think this 
is a very useful and flexible device for influencing 
the rate of economic activity. 

There may be action where slower growth is 
desirable because of full employment of resources and 
the danger of inflation and the er ee allowances 


can be cut down, To-day when there is substantial 


unemployment and unutilization resources it is desirable 
to stimulate growth and a more generous capital cost 
allowance would contribute to more rapid growth. 

We do not suggest in this section a rate 
because by the time your recommendations are made the 
conditions may be different than they are to-day. What 


we are really asking for is flexible use of this de- 


Slowing down, It could come, 

The fourth heading is the estimated effect 
on Government revenues of the proposed tax changes, We 
use 1962 national accounts as a basis and we have tried 
to make these estimates, and the results of the various 
changes are given throughout the text and brought to- 


gether in the Appendix. If you care to turn to that 


preciation as a means of stimulating or if need be 
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apprendix, 

The reduction in the corporation tax rate 
of 40 per cent would on this calculation be $330 million 
down in federal revenues, 

The increase from 21 per cent to 40 per cent 
of the rate on profits less than $35,000.00 would be an 
increase in Government revenue or recapture of ninety- | 
one million. | 

The equalization tax on dividends to non- 
residents is 127 million according to this calculation, 


That, Mr, Chairman, may be overstated be- 


cause it does involve the 52 per cent in the United State 
as against the Canadian rate. Under this equalization 
thing, the amount we recapture from the United States 
would be less. You have to pick something to put in and 
we chose the conditions that exist in the year we are 


talking about. 


Item four is a withholding tax. We estimate 
a loss of Government revenue of $75 million there, and 
on treating the corporation tax as deduction at | 
source on personal income, there would be a loss of 
$358 million, Assumed recovery of dividend tax credit 
through personal income tax, we estimate at $179 million. 

I should say, Mr. Chairman, that the last 
figure is probably the estimate in the list that we 
are least happy about. 

It is obviously very difficult to determine 
what the tax bracket is of the personal shareholders that 
are involved who are paying higher taxes. It is 


difficult to know what the future dividend pay-out rates 
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Well, the net result is a minimum loss in 
federal revenues, using 1962 figures as a yardstick, 
of $366 million, That is for sure a substantial amount, 
especially when one has in mind existing deficits in 


federal accounts, and your instructions to make recomm- 


endations consistent with the maintenance of a sufficien 
flow of revenue. So we have to consider what might be 
done and what needs to be done about it. 

Very briefly, we think that if the suggested 
tax changes produce the economic expansion and growth 
we believe they will, much or all of that apparent loss 
of revenue will be automatically and quickly made up. 

in this field of statistical knowledge it 
does not make it possible to make a precise calculation 
of the extent to which a tax reduction, translated into 
increased investment and then into consumer spending 
and back again, will act and react in the economy to pro 
duce a much larger G.N.P., and thereby expand the tax 
base and yield higher tax revenues. 


Only by way of illustration and as a sort 


of first shot in this matter, very much over-simplified, 


we have in paragraphs 39, 41 and 42 of the brief attempt- 
ed to estimate how much improvement in the G.N.P. would | 
be needed to make up the $366 million, The calculations 
indicate an increase of slightly over $2 billion or 5 pe 
cent in the G.N.P. would yield at the proposed tax 

rates an extra $360 million to $370 million in federal 
revenue. We think it is reasonable to expect that the 


combined effect of the tax reduction could produce 


the 5 per cent increase in G.N.P. 
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It would, of course, also, as we mention 
in the brief in paragraph 43, lead to a reduction in 
unemployment, which is a most essential national object- 
ive in human terms quite apart from economic terms, 
While we have unemployment at anything like 
the present levels we have we are going to have deficits 
in the national accounts unless we are prepared to adopt 


very restrictive fiscal policies, which would only 


| 
Slow the economic growth and increase the unemployment. 
No one likes deficits. They only add to the national 
debt. | 
But the fact is that Canada's present debt 
burden is not alarming. The net per capita debt in 
1962 was below what it was in 1953, 1954 and 1955 and 
only slightly above what it was in the later years. 
We believe that not being faced with an alarming sit- 
uation as far as debt burden is concerned, the problem 


of deficits could be cured by policies to restore full 


employment, which with reasonable mAtrol over new expen- | 


ditures, should produce at least a balanced budget. 

We have tried for several years with rather 
limited Success as a country to deal with higher un- 
employment by a number of more traditional methods -- 


public works, winter works, monetary policies and so 


on, We think that the use of substantial tax reductions 
to stimulate growth and to increase economic activity 
has a better chance of dealing with unemployment which 
seems to be becoming chronic. 

I would like to say the fact that we cannot 


be precise in our calculation in this area as to the 
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probable results does not invalidate the argument for 


them. If the tendency of the tax changes is clearly to 
increase the rate of economic growth, the growth will 
be there, and will be substantial, even if we cannot 
measure it in advance exactly. 

I would like to say also, Mr. Chairman, that 
we have great hope for the work that the research staff 
of this Commission will be doing in this field. We think 
that your staff should be able to produce better answers 
to these very complicated matters than any one private 
organization to-day. We hope they will undertake this 
kind of study and will look forward to seeing the results 
ar we may. 

The fifth heading in my summary was in effect 
well, suppose the gap looks too big. Suppose this is 
done and we do not really believe that it is going to 
generate the kind of revenue that will make it up fairly 


quickly. What should we do then? What should be the 


particular emphasis on tax policy in the future? : 

We are, I must say, very reluctant to see an | 
increase in the tax burden, not just because of the | 
general undesire of people to pay taxes, but because of | 
this particular point. World markets are in a very | 
competitive state and any increase in basic costs is 
something we would like to see avoided. But if it is 
felt that new taxes must be found to help fill the gap, 
we suggest an expansion of the base, Perhaps an increase 
in the general sales tax is the best way to do it. 


In widening the base we urge that the value- 


added principle should be used to avoid pyramiding or 
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cascading of the tax. That principle was in effect 
applied prior to June of 1963. The application of tax 

on tax was avoided by a sales tax licence system. Whethe 
this is precisely the value-added principle or not, it 

is pretty close to it in its result. 

We think that the new tax on construction | 
materials, machinery and apparatus was an abandonment 
of the previous practice to avoid pyramiding of the oa 

Incidentally, Mr. Chairman, I am on an 
interjected point here which is not in the brief. I 
think I made that clear before. During last summer's | 
budget debate the new tax on construction materials was 
treated as being the removal of an exemption, which of 
course in form it was. But, in removing an existing * 
emption, it seemed to be inferred that it had somehow | 
been an inequitable or unjustified exemption, which, : 
in the search for increased revenues, it would be wise | 
to remove. 

So the argument goes that if we are going 
to need more taxes we should no longer exempt from sales | 
tax these construction materials when a lot of other | 
materials and commodities are subject to the general | 
sales tax. | 

We contend that the previous exemption was 


no such unwise or inequitable exemption, but that it was 


| 
a wise one based on sound principles of taxation. There 
is no way to avoid pyramiding of a sales tax on con- 
struction materials, machinery and apparatus. There is 

no system of licences that will avoid that result. | 


These sales taxes on construction materials 
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1 do increase the cost of productive plant and equipment 


2 and those increases in cost have to go into the ultimate 


3 price of the product sold but when the sales tax is | 
4 imposed on the products, later on there is no way of | 
5 identifying this piece of tax on the construction material 
6 and machinery, but the tax is there in the price and | 


7| It is a tax on a tax. It runs down the whole line 

8 and weakens the competitive position of industry by 
9 increasing costs to Canadian consumers and weakening 
10 the competitive power of Canadian exporters in world 


11 markets. 


12 This added cost of plant and equipment 

13|| weighs on all products -- those that are exported as 
144 well as those sold at home. It is a hidden tax. It 
cannot be identified at the time the product is sold 
and thus cannot qualify under any system of manufacturers“ 
licences or export drawbacks, | 


We find it very difficult to see how a 


drawback system could operate on this tax to avoid the 


weakening of the competitive position of Canadian exports. 
It does not certainly seem to be provided under the 


present rules in Section 275 of the Customs Act which 


materials used in, wrought into or attached to goods 
exported," 

Lt seems to be our declared policy in this 
country to expand export trade to help the old balance 
of payments problems and perhaps to help unemployment 
as well. When a product is exported as a product it 


does not incur a sales tax, and thus the general sales 


allows only duty drawback on the exports of Canadian 
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tax on manufactured goods does not seriously interfere 
with our competitive position in the export markets. 

But the sales tax on construction materials and machinery 
does apply to exports and weakens our position, 

We submit that this is a retrograde step 
contrary to sound principles and seriously damaging to 
our international trading position. 

It has another serious effect -- less ee 
iate but in the long run perhaps equally important. 

An increase in the costs of capital equipment and prod- 


uction facilities of 11 per cent will tend to discourage 


Canadian companies taking advantage of new technology 
in existing plants and from building new plants. At 

il per cent you will keep the old shop running a little 
longer. You will not mowe into the new technology 


as fast or maybe not at all. 


In this way it is a break on expansion. 
It does not encourage growth, but it blocks it or impedes 


1. | 


I guess I have said enough to suggest that 
we think that this tax on building materials, machinery 
and apparatus is thoroughly unwise, wrong in principle, 
and should be immediately repealed. We do not want to 
see higher taxes now because of these competitive factor 
in the world and the existence of unemployment. But 
if something has to be done we would much prefer the 
extension of the sales tax to services or even an in- 
crease in the present rate applied only once to the 
value of the manufactured goods. 


My sixth and final point is somewhat of an 


dene diene ton ed s. man no xd | 
| ait an mia | 
| ren aotiowsenoo no xed sean edd dud 
oo ttfsoq two ensuisew bas adtogxe o¢ ylqqs, geob 
gota ebesgowset a at abet vad timdua aN wed 
ee grtgamed viatoltes bas salgtoaktg baus of ve 
„ese gntherd Lsaotienredat wo 
Dem peel -- toetle softe reddons aad A 
e ent lupe eqadieg srt gaol add at dud dat 
Dod bus dnemgiups Ladtges 10 etaoo edd at ensetont nA 
erhob of Baed CI use ted Lf 10 esis titos? mobdou 


Neon,, won to saged¢asvbe gabist asinsquos astbaasd 
cA asd won antbitud mort bas ns kd ats at 
Ls gotnow: yode blo od geet [ftw voy tao seq ££ 


ls ts fom sdyam xo 881 as 
-olenaqxe no Meetd g al th yew add a 


| 
J ö d οπνẽj]˖E1f won , otat evom tom LTL nor eL 
abet 10 0% ae dL dud eng Sende son aegb 81 


* 


“4 2 
veut Jeogava den ene Dias eved T esoug I 


| Senldosn Letze en gatblivd ao. xed E tedd raJnidd ow 


.Sigtoniag mt gaomw ,.selway yldguotodt et sda bus 
od nav ton 0b o .beleoqes ylotalbomut ed bivode bas 
3 —— escent te epsiaced won sexs? Lead ser 
| 
ö 


D eee eee lo somedutxe end bas bitow edd at 


3 


sais tslexg lou blyow ew Snob ed of ged gutsdtoans * 

i at us devs to sette of N asise ext to noh 
a3 sono ne betiqas. * ee edt nk onsets 

i -aboog Seiujosinasm edz to eule 
an ye vs et taboq Taati bas déxte u 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO ee 5653 


anti climax, I think, Mr. Chairman, but your terms of 
reference in item (c) do ask you to report on anomalies 
or inequities in the existing tax laws. We have one such 
Bertl to bring before you. It concerns the treatment 
of expenses in investigating new investment products, 
To-day these expenses are required to be 
capitalized and written off over the life of the new 


asset. Thus, if a project is not proceeded with, no 


| 
tax allowance is given for the abortive investigation. 

We think the investigation of new projects 
is part of the normal operation of a vigorous company. 
If we are to have more rapid economic growth we ought 
to encourage enterprise and vigorous investigation of 
new products by Canadian industry. By the nature of 
things all new ideas are not going to be good ones, but 
you cannot know unless you have looked and this looking 
can cause considerable expense. | 

We think these should be allowed as a legit- | 


imate expense of business. We do not think there is 


any real danger of the man running wild and investigating 


hopeless and impractical ideas, but we do not think he 
should be, as he is now by the tax law, more or less 
compelled to choose for investigation only those possible 


new projects that look at though they have a pretty 


high chance of success, 

We do not think the amount of this type of 
expenditure is very large, but we are going to need more 
of it and the tax laws ought to be directed to the 
way in which we will have more in order to have more 


rapid and healthier growth. So we suggest that the | 
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expenses of investigating new projects should be allowed 
as a charge against income in the year incurred. 
Mr, Chairman, that is a summary of the brief. 
One of us or I will try to answer questions, if you 
have them, 
THE CHAIRMAN: Thank you very much indeed, 
Your submission is most persuasive. We have read the 
written document and we will certainly have a number 
of questions to put to you. 
We usually do not break quite as early as 
ee, but it would seem to me that it might not be a 
bad idea if we break now and come back for questions. 
Before we do, I think I might say that we, 
of course, are most conscious about the significance in 
the area of exports. Everybody ell knows your industry 
dre tremendous exporters, as you pointed out. They rep- 
resent a very large proportion of this country's export 
business. We have heard from the Canadian Export ere 
iation, who have said some of the same things to us 
that you have said, and I was wondering what your relation- 
ship might be to the Canadian Export Association, | 
Stand or not, as you please, 
MR, FOWLER: Well, Mr. Chairman, it is so 
much a habit of mine to stand. 
As regards the Canadian Exporters, there is 
no formal relationship between us. I know Mr. MacAvity 
very well and I see him quite frequently. At times 
we talk about common problems together. 
I think in addition to that there are a 


number of members of his board of governors or directors 
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whatever the name is, who are heads or leading officers 
of pulp and paper companies who may very well be on our 
board as well. So we may have inter-locking directorates 
but not any relationship with the Exporters Association, 
as such, 

THE CHAIRMAN: Thank you very much, 


We will recess for about ten minutes, 


---Short Recess. 
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THE CHAIRMAN: Mr. Fowler, you have set 
before us six, I think, major points and some other ones. 
I do not suppose it is fair to assume that you are in 


agreement with all other matters of Canadian taxes other 


than what you have referred to. 


The only thing we up here can do is to ola 
what you lwe put before us to what conditions are in 
Canada now. So that if we do say that this rate of 
corporation tax relates to such and such, and you do not 
agree with that, you better say so. 

You start out by indicating that a major 
reduction in corporation tax would be a substantial stim- 


4 
| 
ulant to economic growth. You suggest it should be | 
| 
considerably below that of the major industrialized | 


countries, particularly the U.S.A. and the U.S. investors 
in Canada by virtue of our Canadian tax and withholding 
tax and our equalization tax would pay finally higher 


taxes in both countries, which is the general scheme 


of taxation, 

MR, FOWLER: Yes. 

THE CHAIRMAN: The advantage of U.S. invest- 
ors on the low rate of taxes is accumulation, the 
difference between two rates, and I wonder whether the | 
country should give up this much revenue in order to | 
encourage foreign investors to accumulate within | 
Canada, the difference between the two rates. It is 
a good thing to do but adds substantial cost because it 
has not got the advantage of both accumulation and of a 
lower ultimate tax. Eventually tax paid by U.S. invest-| 


} 
ors would be his rate of tax, not ours. 
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Therefore, you lose that advantage. You 
Suggest a low rate only for the one advantage, not the 
two, 

MR. FOWLER: I think, Mr. Chairman, this is 
a question of balancing advantages and disadvantages. 
What you are saying is, while this proposal would not 
come to foreign investors, a minimum tax advantage, be- 
cause he would be paying at the rate of his own domestic 
corporation tax that the effect of the lower Canadian 
rate would be perhaps to accumulate in Canada and 
provide for him at some future time or even as it goes 
along as an increasing asset. 

This, I think, is probably true. It seems 
to me that it is a balance of advantage as to what is 
best for the country. The end result of this kind of 
argument is we should not have any foreign investment 
because we should keep all our assets for Canadians. 
This could be argued but we think that the immediate 
urgency is the one of more rapid growth. We think this 
is a way of stimulating growth. 

We have tried various other ways to get rid 
of our unemployment problems and grow a little faster, 
without too much success, in the last few years. We 
think this is a very really hopeful method of doing it. 

If the price is of a little more advantage 
in Canadian assets, which may belong to some foreign 
holder, than he would get when given in precisely the 
same level of taxation rate, I would myself think that 
this was a price worth paying. 


THE CHAIRMAN: Thank you, Mr. Fowler. 
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Usually when the Government gives out some 
revenue of this kind, I would think it would expect the 


benefit of that to flow to stimulate production and to 


assist in consumption. It would, of course, stimulate 
production to the extent it is accumulated. But, it woul 
not move back to the shareholder at the low rate. 

As you say, it is a matter of the weight to 
be given to it. It is not the same advantage that would 
be achieved, if reduction, that affected Canadian invest- 
ors. 

MR. FOWLER: I do think that for fairly 
quick results, one of which might be reduction in prices 
which would have a very wide effect on individual 
Canadians. 

THE CHAIRMAN: The foreign investor looks 
at Canadian tax -- let us say the U.S. investor -- having 
regard to his own rate. If his own rate is 50 per cent, 
the Canadian rate would be possibly 52 plus one-half of 


the withholding tax subject to the 1963 adjustments. 


One-half of the withholding tax would be 7% or 59. 

MR. HALL: It seems to me when we were draw- 
ing this up we were looking at this as a Canadian cor- 
poration incentive without regard to where the corporatio 
might be owned, and the 50 per cent tax is a very great 
disincentive, I am sure. It does very horrible things 
to the efficiency of Canadian manufacturing operations, 
the philosophy that the Government pays 50 per cent and 
makes people do the wrong things, I am sure. 

This together with some of the other consid- | 


erations made us feel this would put the industry in a 
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1 much more competitive position where it would expand | 


2 
THE CHAIRMAN: I think that is one of the 
3 
points I was looking at. 
4 
8 COMMISSIONER PERRY: I am interested in this 


6 international comparison, It is stated here that Canada 
7 would probably have to follow such a move with at least 
8 a similar reduction. I was just wondering why it is | 
9 felt that the American precedent would be so compelling. 
10 I am thinking, for example, the crude unajusted figures 
11 of tax rates maybe misleading. Our 50 per cent 5 
12 3 per cent — we have security tax for which there are 
13 counter parts in other countries which are not reflected 
14 in the corporate rate because they are mainly payronbl 
taxes. 

These would be probably enough to bring the 
48 per cent back up to 50 in the United States federal 
system, 


They are, in addition, U.S. State taxes 


and perhaps an additional 3 to 5 per cent which might 
put your 48 plus 2 up to 53 or 54. 

These sort of things are being compared with 
the aggregate Canadian rate which includes the 8 


tax. 


If an advertising agency were starting out to 
publicize our Canadian corporation tax rate, they would 
eliminate 3 per cent as being something, a counter part 
of other ways and other countries. They then go on 
and eliminate an additional 9 per cent as being an area 


| 
| 
which is occupied by provincial companies and not a federal 
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tax at all. You come down to a federal tax rate of 38 
per cent. One could advertise Canada as being a tax 
haven. 

MR. FOWLER: I think there is a great deal 
in what you say of the crude relationship tax rates and 
invalidity of taking the crude rates as a comparison, 

I think you can go to the other side. You can go to 


fores tt inn and depletion that are allowed in the United 


States. That may give an effective rate of 38 per cent 
or 35 per cent. Frankly, with great respect, I do not 
think it works that way. This is a political matter. 
A simple and political judgment is going to be, our rate 
is 52 and your rate is 48, get it down. 

I would like to think that the advertising 
arts got to this level, but I would not be inclined to 
back that agency too well in convincing Canadians that 


a rate of 52 per cent is really not this, it is only 


37. This, I am sure, they would not fall for, and I am 
saying this is not a logical judgment not based upon | 
accurate comparison of the true burden of taxes between | 
the two countries. 

It is a political hunch, if U.S. reduces tax 
rates of corporations to 48 per cent we are not politically 
going to hold a 52 per cent rate. 


COMMISSIONER PERRY: I would be inclined 


to agree, there is an element here other than 10818. 1 
hope your tax advisors are not being mislead by them. 

One other point I would like to raise is 
that, as you know Sweden is one of your main — 


in the world. When you look at the Swedish tax system, 
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in its main outline it is a pretty tough tax system, 


They have a very high corporate tax rate. There is no 
allowance made for the fact that corporation profits 
have been taxed when the shareholder receives a dividend, 
Apparently their sales tax applies to the machinery and 
apparatus of production, 

I understand there is not any relief given 
on exports of commodities from Sweden for the sales 
3 but at the same time you do find in the Swedish 
system some very generous and dramatic sorts of reser- 
vations and concessions, 

It. seems to be at the opposite extreme 2 
system which generally is tough in its main impact but 
which is full of concessions. 

One of the chairman's favourite questions 
is whether an industry would prefer the general tax 
reduction to concessions, special reserves, and that 


sort of thing. 


MR. FOWLER: I do not think I can give you | 
an industry answer on that question. It is not one 5 
we have considered. The fact is that the industry did 
come forward with a brief on the basis of general tax 
reductioniand has not put forward the kind of specific 
tax dealings and tax concessions that are involved in 
the Swedish system, 

I can speak personally, I think I prefer the 
general. I might like to think that I would succeed in 
wangling, from time to time, some special concessions but 


I think that the system as a whole is likely to be a 


better one if it does not depend on that kind of special | 
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concession, 

THE CHAIRMAN: I think that is fairly gen- 
erous, There must be concession after capital on in- 
tensive industries and yours is certainly such. 

MR, FOWLER: I am speaking personally there. 
I do not like the pulling that goes on in special con- 
cessions. 

COMMISSIONER GRANT: I think it is * 
to have your views, To explore further the internationa 
flow of capital, I recall the strife for free flow of 
capital into this country and out of this country and 
that the tax rates applied in Canada would be the same 
on foreign capital as the local capital. 

That might be likened under the principles 
of free trade, Whereas we seem to be moving in the 
line of a protectionist policy, if you can apply that 
term to our fiscal policy. 

Assuming that we will be on that line and 


that will be our destination for some time; to come, 


would you express yourself as to whether you consider 
that a 25 per cent Canadian ownership in capital brought 


into this country is in the long run going to prove a 


MR. FOWLER: I am grateful for you raising 
this because it does give me a chance to re-emphasise 
the special situation about the flows of capital which 
I tried to put in this morning as applying to this in- 
dustry and perhaps not to the other industries to the 


great impediment to that capital coming into Canada. 
same degree. 
| 


I would like to repeat the point that there 
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are shortages of things that are for this industry or 


possibilities for this industry which are based not on 
general tariffs and not on other things but are based on 
the existence of a growing fibre shortage and increasing 
demand for pulp and paper in various parts of the world, 

They can go here or elsewhere and they will 
not come here with the possibility against us of a 
protectionist nature. I agree with you, Mr. Grant. 

Here we are in the midst of trying to expand 
our trade and are arguing in terms of going to GATT 
and contributing to free world trade, at the same time in 
the process we are putting obstacles against the movemen 
of capital which up to now has been very largely a ; 
Free one. 

As to 25 per cent Canadian ownership. In 
the first place I do not think there is any magic at 
all in 25 per cent. I do think that some Canadian owner-~ 


ship in some companies is a good thing in order to bring | 


to bear on the corporate policies of the Canadian point 
of view. But, I do not think there is any magic in 

the 25 per cent. I think that in many instances you 
could have this kind of influence brought to bear at 

5 per cent interest or 3 per cent interest or even one 


share that is well represented on the Board of 


| 

Directors would give it. 
Whatever figure might be chosen, I think 

you have got to make a division between the pest and 

the future. I do think discriminatory taxes ought not 

to be used to compel the divorce of 25 per cent of | 


an American company into Canadian hands, I think it 
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is unfair. There may be cases where it is impossible 


to do, for good and sufficient reasons. I think you hav 
no assurance whatever that itis going to be taken up. 
if taken up to do by Canadians you have no assurance 
they will stay in their hands tomorrow. Some Canadian 
shareholders tell me they may place them in Canada for 
a week or two or a day or two and very quickly they 
movec. on, usually into American investment trust. 
So, the whole elaborate process is useless. 
There is no way of preventing this if you are going to 
have free money exchanges, 
Furthermore, I think if you could do it 
and divert and have 25 per cent of every American controlled 


company held in Canadian hands, and there is enough 


money around this country to take it up. 
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When you are all through you will not have added one 
Single job in Canada, not one. It is the old business 
of diversion, and I do not like diversion. So as far 
as this effort goes, we have got better uses for our 
money than this. 

COMMISSIONER GRANT: Is this not partially 
designed to cut down the flow of money from this country 
to a foreign country by way of return on capital? 

MR. FOWLER: Well, it may very well be, and 
this, I guess, is the basic difference between us and 
that philosophy. 

We think we are going to need the flow of 
capital and that we ought not to tinker with this flow. 
The ordinary forces of the money markets will decide 
this thing much better than deciding whether we want 
more or less. 

But it seems to me that it is a little 
difficult to follow a policy which will seek to cut 
down the flow by taxation methods in Canada, and we feel 
very disturbed and upset by an attempt to cut down the 


same flow by taxation methods in the United States. I 


think both these are wrong. Well, anyway, this 25 | 
per cent business of the past and trying to achieve a 
result that existing companies that have come here 
should become 25 per cent Canadian-owned -- I have said | 
what I can say about that. 

As far as the future is concerned, I think 
you could in fairness, if you want to, say that in futur 
any new developments in Canada would be 25 per cent | 


owned~and if you are not prepared to give a 25 per cent | 
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interest to Canadians, then don't come. I think some of 
the same things apply to it, but I do not think the 
charge of unfairness applies to that. 

I would personally question the wisdom of 
it, because again I think the 25 per cent is of no sign- 
ificance, The Canadian participation, even if you get 
it one day, you may not have it the next, and you are 


going through a great fuss over this for no purpose 


COMMISSIONER GRANT: I suppose there is alway 
the feeling on the part of the foreign investor that 
if it is 25 per cent now it could be 30 per cent at 
some future time and would lead to confiscation. 

MR. FOWLER: Tt may very well. 

If I could come back to the point I was 
making in the main presentation, I think it is perform- 


ance of corporations in Canada that matters, not owner- 


ship. I think you might argue that if the foreign owner-! 
ship was the ownership of the States, that this is not 
American ownership; this is ownership by a great many 


Americans, to take them as an example. I cannot really 


in my observation see that they behave any differently 


as owners than an equal snatch of Canadian owners do. 

It seems to me it is the performance of 
corporations that we are concerned with, corporations in 
Canada where the bricks and mortar are. It is difficult 
to deal with this by legislation, but if we were clear 
as to the things we really wanted in performance, I 
think we would get some very surprising results. But 


nobody will tell them what performances we do want. 
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One of the things -- and we have got a whole 
list of five or six separate things that we draw out on 
the subject of what is wrong with subsidiaries of foreign 
corporations in Canada -- one of them is that they do 
not employ Canadians. Another is that they have not 
hired Canadian directors; another is that they do not 


allow exports; another is that they do not contribute 


research, I think you could take every one of those 


to charity, and another is that they are not active in 
headings. Obviously I am not going to get into naming 


the names in this, but you could take every one of those 


headings. 

Let us take research. I am speaking now 
of the companies that I can observe. I could point to 
companies 100 per cent owned in the United States who 
are leaders in research in Canada. I could point equally 
to 100 per cent owned Canadian companies that have not | 
the slightest interest in research, 

On the same basis you could take the story 
of general participation in Canadian affairs as being 
part of the Canadian scene. I can see no trace ee | 
that this has any relationship to the ownership in the 
industries that I see. As far as participating in exports, 
the same thing applies. There are companies 100 per 
owned that are leaders in exports not only to the United 
States but throughout the world, and there are many 
Canadian companies wholly owned in Canada who could expont 
but are not interested in it. 

If we want to have more research in Canada, 


done in Canada by everybody, including the owners of 
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American companies, we have already found a way of assist 
ing that by the tax route. If they are not doing it, 
I think there may be other ways to compel a company not 
to concentrate all its research down in the United 
States. 

If it is a question of export trade and 
you find export trade practices that you do not like, 


first of all see if you cannot get them voluntarily 


removed and then crack them -- but crack them in Canada 
as a practice that you want to achieve rather than qakin 
what I think is completely misdirected legislation dire- 
cted towards ownership. 

May Mr. Rankin add one or two words? 

THE CHAIRMAN: I would like to stay with 
the sections in the brief as closely as we can. 
e of this subject comes up later on in the brief. 
We are sa dealing with the rate of corporation income 


tax. But if you would like to complete what Mr. Fowler 


said, by all, means do 80. 


MR. RANKIN: I just wanted to make one point | 
with respect to Mr. Grant's question about this provision 
of 25 per cent -- and this is mentioned in the brief. 
It is not too well emphasized and not too well known 
apparently to the public but the actual task of re@atriating 
25 per cent of American securities is immense, This is 
a completely unreal project except over a long period of 
time, It is not recognized. It is difficult to get 
the figures because you must estimate arbitrary evalua- 
tions based on income. 


THE CHAIRMAN: That was discussed at the max | 


ee Pielke — 
venta ode at ae densevex ——— 2 
N a — dee 
* bua sbext sueqxe Yo Aolineup.s.af 8 1 3 
“|. itt don ob soy vadt apottostg bend tr0gxe batt way | 
N Vinesnuloy meds dog zo voy tt ese Ils to dunk? | 
7 sheae? of madt Xoeto Jud ned doers det ban . 
ee een eds eee eee of Jasw voy tadt eee e 4s 
) -S1L0 nolssialgel SFevsenibalm yletelqueos st A, T Jadw 
-Gidetenwo ebiswod bote 


‘ie 


eto owl © ego bbs Eine .cM yeh 
‘ aviv ysie of svt binow I : MAMIIASO ant 


7 ot? neo ew we Ylegolo as telrd edt al snoticea end 
a «toLad end? af ao ref qu asse toelden ald? 10 tedden 
1 ont e oro te der edt Hat aatiseb yileer sis ew 
ö ' solwol n ee eee oF e biuow Do 7 wed: .xag |= 8t 
7 | 20 ob snosu Bis vi .bise 
; | Jatog snc elem dd beds vault I HR 5AM 


(olatvorg Lug tuodsa nokdaenp 6 art 0d Josquet déiw 


Tene did at Gemotinem el atdt bas — Zed teq & 10 
wont Con oo gon bus Benlesdque [low oot ton af 1 
ern n Selden ates Utnorsegs 

N ai SL ane et eee nsolremA to use 70d @S 


2 


babweq gaol 6 “eve dean Jdoolotg 2 a 8 


- 


Gem ef JIwoLIWLb ef 3L a aim al #1 — 
lee Vds oem e 1 Oy Ann en e 


N jonas 20 emp 4 b Ps 2 te 1 
9 1 =e _’. 


i On N : ; 
‘ea? odd ds beteucetd new dar 1 


ANGUS, STONEHOUSE & CO. LTD. 5669 
TORONTO, ONTARIO 


Foundation meeting this week by Mr. ore tz ianu who 


stated that 1t could not be done, he believed, within the 


time permitted by a wide margin. 

MR. RANKIN: The second very brief point is 
one that Mr. Fowler made, That was that the existing 
assets are in the country and we should not be diverting 
our resources to acquire things that are already here 
and which we can control, unless there is no other metho 
of doing it. All our savings and investments should be 
going to acquire new assets, 

COMMISSIONER GRANT: I am under the impression 
that this arose not so much from the point of view that 
we were losing revenue as it was that we were not 


controlling our own resources, through our own ownership. 


MR. HALL: May I say something as regards 
that? 

THE CHAIRMAN: Yes, 

MR, HALL: As somebody who is from an almost 
100 per cent Canadian-owned company, I would like to sub- 


mit in parity to what Bob Fowler says about not caring 


about this American ownership or other foreign ownership. 
I would look at it this way. If the 
Canadian Government makes it attractive to all Canadian 
corporations to do research, as an example, and if some 
of the foreign-controlled subsidiaries do not wish to 
take advantage of this situation but the domestically- 
owned ones do, we will have achieved the result which we 
want without having offered any penalties in this. The 
Canadian company, if it is here on the scene, takes 


the advantage offered. If the other does not, the com- 
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petitive advantage is given to the Canadian company. 
THE CHAIRMAN: Are there any questions as 
to corporation tax? | 
COMMISSIONER WALLS: The only question that 
I would have As on what basis you arrive at the 
suggestion of 40 per cent? In other words we have had 
people before us who have recommended the entire elimin- 
ation and have used exactly the same arguments for a. 
ation as you are using for bringing it down to 40 per 
cent. How did you arrive at the basis of 40 per cent instead 
of 20 per cent or.any other percent? 
MR. FOWLER: I think we had all kinds of 
things in the earlier efforts to draft this brief. I 
recall at one time there was a very vigorous debate in 
the group as to whether we were going to put 25 per cent 
in instead of 40, I think I again selected 25 per 
cent in the other context. I do not think it is of 
great magnitude whether it is 40 per cent or not. 


What we say is that there is a case to be 


made for having the Canadian corporation tax rate sub- | 
stantially below specifically that of the United States, 
and we thought that 40 per cent was such a substantial 
move, assuming they go to 48. We thought that the 


costs were within a tolerable range. The move was not 


too great and as a practical matter we thought this was 
something that was reasonable to suggest and would 
accomplish the thing we wished. 
Obviously you could go to another approach, 
which would eliminate the corporation taxes entirely 
| 


and have some kind of value-added tax provision as they 
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have in other countries. We thought that in the system 
we have this is the kind of move that might be practical 


and would fill the bill. But we do not want to suggest 


it. If it is decided it should be 38 or 42, it will 
really make no difference to the point. 

THE CHAIRMAN: In your paragraph 12 you 
discuss the effect of the tax reduction on the distrib- 
ution. You refer to the fact that some might be passed 
on to the consumers in the form of lower prices, 

I had the impression that in your industry 
that would not generally apply because you trade in 
international markets mostly and they probably set the 
prices, and should taxes be reduced it would mean very 
little reduction in the price of newsprint, if any. 

MR, FOWLER: I think you are right that 
the international commodities like newsprint and pulp 
are world market prices and they are subjected to other 
forces than this kind of thing in the main. 

I think that there are a great many other 
commodities in our industry which could be subjected 


to this. There an packaging materials, fine papers; 


there are a whole host of craft products and the like 


which would be subjected to the cost or the profit 


dealing with our industry but was a general point where 
we say it will vary from company to company, from produc 
to product and from time to time, 

COMMISSIONER GRANT: Perhaps, Mr. Fowler, 


you would address yourself to the question of what effec 


mechanism, 
I must say that this point was not = 
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you consider the increase of the corporate tax on companies 
whose earnings do not ex ceed 63500000 taxable income e 
have — what effect that would have on those companies 
and on the economy. 

At the same time would you visualize, or 
would you be agreeable to or would you advocate that 
there should be some other incentive given to those 
companies so as to make up the difference which they 
would be called upon to pay on tax? 

MR, FOWLER: As I did say, Mr. Grant, I think 
that it is very difficult to work out an exact answer 
to this kind of question as to what effect it will have. 
If the company which happens to make $34,000.00 a year 
and pays it all out happens to be wholly owned by a man 
who is in the 65 per cent tax bracket, then there would 
be a gain in taxes from it. I presume in that case he 
would not pay it all out. | 
There is this point, that there is an ai 
in the smaller companies, a greater ability to adjust | 
so that there is not a substantial tax loss. 

I just feel that the $35,000.00 is a completely 
unrealistic thing which is not the optimum level now | 
even with small businesses in all probability and it has 
no significance, 

But the main thing is that the 21 per cent 
applies to all big companies too, and they should not 
get the continuing advantage of the 21 per cent and get 
a reduction in corporation taxes mainly from the admin- 
istrative point of view that you cannot handle it on ay) 


other argument of treating the corporation taxes as a 
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deduction for personal income taxes. If there were com- 
plete inequities or serious inequities created for this 
group, I certainly think we would be quite prepared to 
see some compensating advantages of some kind. But we 
see little difficulty in it on the 21 per cent basis. 

COMMISSIONER GRANT: It depends, according 
to your theory, on the pay-out and the individual tax 
rate. 

MR, FOWLER: I think it must, yes. 

THE CHAIRMAN: We will go to paragraph 14 if 
nobody else has any questions. 

COMMISSIONER BEAUVAIS: I would just like 
to ask whether paragraph 11 states what you believe to 
be the main objective of the reduction in tax? 

MR, FOWLER: I think that is right, Mr. 
Beauvais. I think we do elaborate the point in later 
paragraphs. 


COMMISSIONER BEAUVAIS: It is your elaboration 


that bothers me because it is not consistent with paragraph 
ll. There you speak of increasing dividends and that 
sort of thing and it is not implied in paragraph 11. | 


The implication there is that you are going to re-invest 


more funds because more projects will become profitable 
This is really what you think is the main objective to 
be served? 
| MR. FOWLER: Yes, we do. 
THE CHAIRMAN: You believe that a corporatio 
tax is a very important economic control, I think, by 
your submission? 


MR, FOWLER: Yes, we do, We think the cor- | 
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poration tax is in many cases a very real and determining 
factor if it is at this level or at that level as to 
whether the project will go forward or not, 

THE CHAIRMAN: We are always concerned with, 
should taxes be adjusted, whether the adjustment should 
go towards production or towards consumption, You have 
put all the emphasis on production in your submission, 

MR. FOWLER: This is right. We think that 
if you improve the productive facilities and take 
other appropriate policies, such as trade policies, 
monetary policies and the like, you will get your improve- 
ment in consumption also and the whole thing will grow, 
both the numbers of people and their returns. 

THE CHAIRMAN: We receive advocates of 
the production school and also advocates of the consumption 
school. I just wanted to be clear where you were. 

In 14, the equalization tax, I would like 
to be clear as to what that is. I think I understand | 
it, but I would assume that there would be an equalization 
in tax from each country which would obviously have to 
be adjusted to the taxes of the country receiving -- 
whose citizens are receiving dividends. Also it would 
have to be changed depending upon the changes in those 


countries' taxes. 
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THE CHAIRMAN: It would not be a free tax. 
I would have thought there would be great peril in such 
a plan in that if anything would provoke retaliation 
this would »rovoke retaliation and I think one form of 
retaliation would be for the foreign country to reduce 
its taxes and benefit some of the citizens at the cost 
of the Canadian treasury. 


I think one could keep on adding examples 


MR, FOWLER: You are perfectly right. This 
would involve, as stated here, a different tax rate 
and changing tax rate depending on the major trading 
nations which you are dealing with. I do not quite see 
the United States, in order to take awhack at Canada, 
giving a large benefit to citizens to lower equal- 
ization tax, 

THE CHAIRMAN: If it is not going to benefit 
them as a nation by its deduction, no matter what the 
rate is it might as well reduce it and let the citizens 
have the benefit. It seems to me they are in the same 
position as Canadians as to levying the equalization 
tax, 

MR. FOWLER: I must say, Mr. Chairman, we 
had not thought that this equalization tax would likely 
provoke retaliation because, where would the pressure 
for it come? 

We are not taking anything away from the U.S. 
treasury. We are trying to prevent a windfall benefit. 
We are not taking anything away from the U.S. owner or 


investor. He is being treated exactly the same overall 


to this ad infinitum. 
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if he invested in his own country. I do not see from 
where the pressure for retaliation would come. 

THE CHAIRMAN: You are taking money away 
from the U.S. treasury by this. 

MR, FOWLER: Not money they have. 

c THE CHAIRMAN: Money they would otherwise 
have. Therefore, it is specifically aimed at taking 
money from the U.S. treasury. If you do that, and they 
recognize that this tax is going to be reduced to the 
extent where it does not harm investing citizens in 
Canada, surely if they are getting them from the treasury 
and is of no benefit to reduce their taxes because they 
know Canada will reduce the Canadian taxes if they do, 
and therefore I would think you are going to keep on 
negotiating this kind of thing indefinitely. 

MR. FOWLER: I may be misunderstanding this. 

Suppose we had a tax in the United States 
and in Canada -- 48 per cent in the United States and a 
Ao per cent rate in Canada. ‘Equalization tax would be 
such that it would be an 8 per cent rate. What would 
it do? It would tax, in effect, overall the American 
investor 48 per cent which is precisely what he would 
have paid if he had invested in his own country. 

The United States Treasury has not had any 
money from move of Canadgan tax, and not taking from 
them what there was but sti taking from them what they 
might have got if we had not put equalization tax in. 

Supposing, even so, they are still getting 
their 48 per cent tax to the extent that the money is 


taken over from Canada. 
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THE CHAIRMAN: To the extent the money is 
taken over from Canada, 

MR, FOWLER: At this point of time they 
do not get that. They do get the full amount or any 
money which flows over to the other side. We feel a 
little unhappy about this extra amount being left in 
Canada. But, surely it would not happen that they would 
lower their 48 per cent rate to 40 per cent for every- 
body. 

THE CHAIRMAN: The only purpose of equalizat n 
tax is to take money out of their treasury. 

MR. FOWLER: Tt is to prevent money going 
to their treasury which has not gone in the past and 
not to go in the future. 

THE CHAIRMAN: Because we have reduced our 
rate below theirs and it is to keep that additional 
money in Canada. If we did not impose this, their 
treasury would be the beneficiary. 

MR, FOWLER: Yes. By reason of our tax 
reductions again. 

MR. RANKIN: Could I say a word on this. Tht 
problem came up several years ago with respect to low 
rates in income to offer incentives to American invest- 
ors. At that time the idea was to prevent the outflow 
of foreign capital upon part of the U.S. and to do away 
with this unnatural advantage for a class to be built 
outside of the United States depending on revenue obtaining 
tax, but naturally the revenue aspect was added to it. 

The main purpose of it was to prevent a 


country like Luxenburg to offer extreme advantages that 
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Somebody would build a plant in Luxenburg. At that time 
it was suggested that Luxenburg would be very foolish 
not to raise the tax on foreign investments too. It 
would not make sense that Luxenburg, by an act of 
American Parliament, would not make that move. 

THE CHAIRMAN: If the U.S. is taxing and 
seeking revenue from Canada at 48 per cent, and we put 
our Sud tion tax of 8 per cent on to raise ours from 
ho, the U.S. Government would be getting nothing out of 
it because of our equalization tax. If they think that 
the gane kt 28 tax was for the purpose of equalization 
only and they reduce their 48 per cent on Canadian 
income 2 I only speak of Canadian income — down to 
40 per cent knowing full? well we would reduce our 
Sad TT 88 tax because its purpose was only to pick 
up the difference, their citizens would have benefits 
to the extent of that reduction and would they not so 
reduce their taxes to Canadian income. 

If we can have variable taxes on foreign 
and domestic investment we can have variable tax in 
respect to income to different countries. Are not we 
going to get into a situation where they are adjusting 
their tax on Canadian income as we adjust our tax on 
U.S. income? 

MR, RANKIN: The tax is not directed towards 
income, I think equilization tax -- the American investor 
would still not be induced to invest in Canada. There 
might be pressure groups in Congress but I would not 
think of them getting very far in Congress. 


MR, FOWLER: If this did not happen, Mr. 
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Rankin, it seems unlikely they would say, because the 
Canadiansare treating you people to 40 per cent we 

will treat their 40 per cent too, and we will eliminate 
this equalization tax on that. If this happened, it 
would have an advantage to the American investor overall, 
and not be a disadvantage to Canadians except to the 
extent we would not get an equalization tax revenue which 
is not putting in basic before tax purposes except to 


prevent an unjust windfall to a foreign treasury. ITF 


it wants to take extraordinary measures to give a special 
benefit to a group of citizens in order to eliminate 
equalization tax, it would not be too serious from our 
point of view. 

THE CHAIRMAN: I agree with that. I am more 
concerned about the reciprocal tax, combination of ‘which 
which 8 of this would go up. 

MR. FOWLER: My own very much personal 
belief would be that you would have a rate for the 
United States, you would have a rate for the United 
Kingdom, and probably West Germany and Japan, and have 
a general rate to apply to others. You would not have 
to apply this to every single country you are trading 
with. 

COMMISSIONER GRANT: To what extent could 
retaliatory measures be avoided. Isn't it possible that 
such a thing as this would be discussed and could be 
agreed upon? 

MR, FOWLER: If anything like this would be 
done, we would have to have discussions and explanations 


to minimize chances of retaliation and perhaps it could 
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be a generalized sort of understanding that if you lower 
your tax we will adjust, and if you raise them we will 
raise them, 
you Bae 

COMMISSIONER PERRY: Do/not over-simplify 
the U.S. position because they have a split rate of tax 
and apparently propose to continue. ‘Nor is the ‘uc 
Situation Glenn the U.K. where you start 

the question of 

out with/whether the standard rate is corporate tax 
at all. 

It is not a standard rate, it goes on from 
zero to 38 per cent depending on the foreign income of 
the company. 


I think you might regret imposing this on 


your company with foreign shareholders. 


MR, FOWLER: I must say that I would not wan 
to make a statute specifically, tax statute specifically. 
I do not think we go too far wrong if we take the 
United States yardstick for this purpose. If it turns 
out to be 8 per cent equalization tax, I do not think 
we would be too badly off with other countries inc ludän 
the U.K. 

COMMISSIONER PERRY: It might be limited 
to contiguous companies. 

MR. FOWLER: Like export of gas. 

THE CHAIRMAN: If there is nothing else on 
this section we can deal with the treatment of dividends. 

The treatment of corporation tax as ra cded- 
uction at source on personal income from dividends which 
is akin to the U.K. system of taxes without regard to 


their profit taxes, the way they tax income. 


Opn Ps. re. cdots eee 
e 
kad lo ateat Stiqs s ovad ene seed nots sed . 8. h sits 
„ ee a ee ent fuss of s Yitaersqge bas 
vage dot e A. U ade e de ese f wdten bitte 
N eee et ets’ eue e nem der- es 
| 0 tts’ ts 
Mev’. mM arog tt ,stat brabrsde 3 tom at 22 


Ce. 2232 * * 


1 emoort maherot oc? mo gmtbaegeh g *g 8e ot es 
* : „Vith edz 

ne Ghd? aka engen ask voy Auf 4 
„ AS es mytetot H yasquoo ο 

| few ton bivow T tedd yee dent k rAAIWOT 1 . 

ULlselthooece sd xed .Vilsitttosqa etudate s adam oF 
ody one? aw Lt pnotw 1st oo op ow And ton ob I 
emus tt tL .seoqrud ate 40 bac dsds Bed 
waht? son ob I . aotstaztiavupe tee 250 8 Sd of dio 
thyloal ena sete diinw Tie Mbad doe od bivow ow 
A. J acid 

bog Em d bal JD Hi Drees 


— 


. .eelasqmoo axorgtinoo ot | 

„Sag to gtoqxe ell „MN 

oc eafe aten el eter? tI :MAMAANO SEY 
— %o dhemests ent ern [seh aso ow nodes eli 

ee en 25 xed oottetogroo Yo siemtses? orf 
den ebnebtv2d most emoont Lancers mo enen d non 
n wos eye 4. edd o¢ n 
een n 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5681 


You indicate in paragraph 18 that this 
would eliminate the present discrimination against the 
investor in Canadian stocks vis-a-vis non-equities and 
other forms of investment, and I believe you are thinkin 
of double tax corporate income when you say that. 

Assuming there is double tax on corporate 
income, you suggest that part of the corporate income 
should be passed on to employees, customers and so on. 
The change would encourage Canadian ownership of Canadia 
shares. That is something I want to look at. I was 
wondering whether U. K. shares look better in the U. K. 
than Canadian shares look to Canadians in Canada. 

for J. R, shares, 

You are suggesting auhigher:value./ I do 
not think that is true. But, it may well be. Canadian 
shares sell at a pretty high price in Canada, Something 

earnings or a 
like 20 times / usual yield of 33 per cent. 

I would be surprised if you tell me a higher 
figure in Canadian shares. I am wondering whether your 
proposal to cause Canadian shares to sell so with higher 
ratios. certainly higher prices, because you cut down 
in taxes you have more profit and the price goes up. 

T thought Canadian shares must look pretty 
good to Canadian investors, by what they are prepared 
to pay for them. 

MR. RANKIN: The first statement there is 
merely if we want to have Canadians buying equity stock, 
and presently have a choice between equity and non- 
equity and other forms of investment. If you make one 
form of investment more attractive, the whole choice 


pattern will work to a new equilibrium and also give Ad 
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1 vantage to equity shares, 

2 The new equilibrium would slightly be better 
3 for equity so you have 8 encouraging equity investment, 
4 As far as what has happened in the U.K. 

8 is concerned, we try to get some prices on price earning 


6 ratio, but nothing conclusive you could draw from them. 


7 N COMMISSIONER GRANT: Tf you drew a taxation 
8 policy to make equities more popular, would you not 
9 have to have more shares available, and perhaps if more 
10 shares are available new capital will be raised through 
11 aes participation. Is there not a reluctance on 
12 the part of the corporation to commence by way of 
13 equity? 
14 MR, FOWLER: The question of reluctance on 
15 the part of the corporations or whether it is the rel- 
16 uctance of the public to invest. I think it is more 
17 likely the latter. 
18 THE CHAIRMAN: Prices of common stocks are 
19 not low, as far as I can see, in Canada and if we are 
20 reluctant to buy stocks the price will decline. 
21 MR. HALL: I think there is another side to 
22 this question. I think the corporations avoid, like 
23 the plague, issuing equity if they can, not because 
of a reluctance on principle to issue equities, but 
simply because the money which comes in on fixed interes 
securities tax-wise is extremely advantageous even 
if you have to pay 6 per cent. This nets down to 3 
on this 50 per cent corporation tax. 

THE CHAIRMAN: This is said quite often 


and I would be interested to know if you have done 
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any financing where you compre the two, and you have 
come down in favour of bonds because of taxation, 

MR, HALL: Oh yes, definitely. 

THE CHAIRMAN: Even having regard to dividend 
stock? 

MR, HALL: Yes. We have had some pressure 
inside our Board of Directors from time to time to 
retire the preferred stock which we have outstanding 
and re-issue a similar kind of bonds which I think would 


be a good step. 
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1 That might not help you taxationwise. | 
2 MR, HALL: Tt would help a little. | 
3 THE CHAIRMAN: It depends on what the st 
4 issue of the preferred stock was. 

5 MR, HALL: This particular one would be 
6 all right, as it happened, 

7 I think the English situation reflects this 

8| well. I think most of the English companies as a result | 
9 of this situation have a very much higher equity capital 
10 and a lower proportion of their capital indebtedness 


11 that most of the Canadian companies have, You do as | 

a result of this thing have a very much broader equity 

13 basis in the British companies. 

14 THE CHAIRMAN: You would think that is 

15 induced by the traditional British view of debt, their 

dislike for putting their companies into debt. | 
MR. HALL: I am not in a position to Seen 

on that. 


THE CHAIRMAN: It is very hard to get at 


motives, as you know. 

COMMISSIONER GRANT: It would be very desir- 
able to have more equity available. It is generally 
regarded as a good thing in Canada, because the market 
is pretty thin on a good many stocks and very few share 
on a buy or sell basis will change the market materially. 
While this is a desirable thing, it becomes a question 
as to whether or not it would be taken advantage of 
by corporations if it were made available. 

MR, HALL: This is purely a personal opinion 


| 


but I think it would be taken advantage of. 
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COMMISSIONER GRANT: If equities were made 
availabe, there would be more corporate financing done. | 

MR. HALL: Yes. | 

THE CHAIRMAN: If equities are not sufficiently 
attractive at the present time, I wish somebody would 
tell me why they are so expensive, because I think they 
are all expensive. 

COMMISSIONER GRANT: I would venture to N 
that. I do not think they are --- 

THE CHAIRMAN: N do not have to answer that. 

MR. HALL: Equities are yielding something 
in the order of 4 per cent and bonds are yielding some - 
thing in the order of 6 per cent. I think that the 
difference in taxation to many people makes this reason- 
ably attractive and the balance of the difference is 
certainly made up by continuing the fear of inflation, 
whether rightly or wrongly. This is the thing which 
is doing it. | 

THE CHAIRMAN: Also accumulation of camnings 
which is adding to the value of the stocks 411 the | 
time, and these companies blow back all their earnings. 


MR, FOWLER: This capital must produce some 


fear perhaps of inflation. There is not much of that 
about at the moment. In other words, what you are saying, 
Mr. Hall, is that the relationship of 6 to 4 per cent 
is probably a justified relationship? 

MR. HALL: Yes. 

MR. FOWLER: And this leads you back to your 


18, 17 per cent on earnings? 


MR. HALL: on the proposals here it is 4 
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per cent for people in the appropriate income tax 
bracket. If you get to be higher than that bracket -- 

COMMISSIONER BEAUVAIS: I take it the main 
advantage of these things would be to the middle and 
lower incomes. I think you could reach a point where 
the advantage, compared to the present position, to a 
person with a higher income might even disappear and 
perhaps become a penalty. 

MR. FOWLER: It might easily. 

COMMISSIONER BEAUVAIS: The 8821 question is 
that who is it that purchases shares? This seems to 
rest on the assumption that it would be the middle and 
lower income people. They would be attractive to lower 
income people because they would be getting refunds for 
corporation profit tax. I think there is an element of 
gamble in your proposal. 

MR. FOWLER: I think this is fair enough, 


but if it is in favour of the middle income and lower 


income brackets, which would induce them to participate, | 


to take part in developments in Canada through share- 
holdings, this might be a gaod result. 

MR, HALL: I think this would be a very 
strong part of this. This is one of our problemg) we 
kept talking about earlier -- people in and out of the 
situation. If you can really make it attractive to 
middle income people to do this investing in equity, 
you will have brought it into the market for the future 
development of this country -- a tremendous new source 
of capital. 


COMMISSIONER GRANT: A lot will depend on 
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the particular industry and how it looks at the situatio 1 
Lou have in Canada the chartered banks, which is entire! 
equity capital. They will issue rights which are in- 
variably prescribed by the present shareholders, a 

very high percentage of their authority. They are not 
concerned as to where that control rests as long as it 1 
in Canada and is within the limits of the Bank Act. 

But on the other hand an industrial company 
likes to know where its shares are and it likes ca. Kaew 
cost for the shares, where the shares rest, their value, 
4405 through the fixed income type of investment, bond 
(uate? it is not endangering the ownership of the company. 
I should think that regardless of how enticing equity 
is going to be made, that would be a dominant issue, 

a dominant consideration in the raising of money. 

MR. HALL: I do not think it is quite as 
dominant as generally believed, If the gentlemen from 
the press here would not mind not quoting figures, I 
think this is a prime example of it right in the company 
I represent. Dominion Tar has a capitalization of about 
$300 million. It is almost entirely owned in Canada; 
it is 90 per cent owned in Canada. There are 40 thousan 
shareholders and this number has been growing. 

The control of the company rests with 
Argus, who handle about 17 per cent, and one might very 
well expect this will be one of the areas where there 
would be a great reluctance to issue equity stock, 

But actually you will see that this has been 
done on two or three occasions and the Argus directors 


have made it quite clear that if it is however advantagedus 
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to us to secure our money this way, they will have no 
objection, There is a wider field here than is generally 
realized. 

COMMISSIONER GRANT: Of course, all equity 
financing, new issues of stock to-day are invariably done 
through the rights. 

MR, HALL: That is right. 

COMMISSIONER GRANT: And thereby control is 
not put on the state. 

MR. HALL: The actual words of the Argus 
directors who have talked about this thing have been 
that as long as this is done by the issuance of rights 
we will take up our rights to the extent we are 1 


able to do it and the rest we will let go; we will have 


no objection to these proceedings. | 
THE CHAIRMAN: Thank you. | 
In pargraph 20 I notice that you make reference 

to no tax on capital gain. I presume you do not anticipate 

any tax in capital gain. Am I correct there? 


MR. FOWLER: This is right. We hope so, 


THE CHAIRMAN: Proceeding from that, one must 
be concerned with a fair balance between distributed and 
undistributed profits, I think. It is quite conspicuous 
that in some countries in some places it has got out 
of balance, where it has either put an emphasis on 
distribution, so that all monies taken out come back, 
or else it is accumulated. 


There are certainly conditions in Canada 
where it has been very profitable to accumulate rather | 
& 


than distribute. That is well known. Have you considere 
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whether the tax rate of 40 per cent on undistributed 
profits -- because I think that is all the tax there 
would be on undistributed profits until they are dis- 
tributed -- would in fact leave a fair balance as between 
Gistributed and undistributed profits? 

MR, FOWLER: I would like some of the others 
to comment on this. We do say in the brief that we 
think the overall effect of the proposals would tend to 
increase pay-out. 

I, myself, would doubt if that tendency 


would be so strong that it would destroy the retention 


of needed funds in the corporation for future develop- 
ment. In other words it would not come to 100 percent 
pay-out by any means. And to the extent that it is a good 
thing socially and from the country's point of view to 
have a certain amount retained, I do not think it will 


pay out that much that would prevent future development. 
| 
too much back so that really the Government is not getting 


I do not think the effect of the proposal 


is likely to go the other way in which people would keep 


a chance to tax revenues, 

THE CHAIRMAN: I would suggest to you, Mr. 
Fowler, that if you reduce the tax on undistributed in- 
come from 50 to 40 per cent and leave the present reg- 
ulated scale on personal tax rates, you have provided 
a further incentive to accumulation and there comes a 
time, if that accumulation occurs, when I suppose one 
8; 


must take care of it the way it is done in other countri 


by a tax definitely directed at accumulation. 
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MR. FOWLER: That is right. 
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THE CHAIRMAN: Which is a very unpleasant 
form of tax. 


MR. FOWLER: You have other tax methods of 


dealing with it if this got out of hand. 

THE CHAIRMAN: We do not have really in 
Canada , not one that is used anyhow; but most other 
countries do. But there is a great deal of awkwardness 
in their use. It is not something that is used easily. 

Would you not agree that your proposal | 
would tend to favour accumulation as against our present 
system? | 

MR, RANKIN: Could I answer that? 

THE CHAIRMAN: Yes. 

M. RANKIN: We have considered the proposals 
as being inter-connected, and the proposal to treat | 
corporation tax as a withholding tax on dividend and in- | 


| 


come would tend to work in the opposite direction, 


except in those cases Mr. Perry mentioned where the con- 


trolling shareholder was in the very high income bracket. 


| 
| 
| 
In our considerations we are more concerned | 
with the increasing pay-out and changing our er 


of the tax revenue decrease; but your point is very well 


taken too. We put in quite a bit of thought on this | 
and tried to get some figures from Great Britain and 
could not get any definite pattern to guide us as to | 
what the effect would be. 

THE CHAIRMAN: Pay-out in England was so 
low, or said to be by many people, that it resulted in 


take-overs; but there were reasons for the pay-out being 


low apart from taxation. 
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MR. RANKIN: Some of these things are really 
conventions that build up over the years and the economic 
forces cannot change them. 

MR. HALL: With the pressure of shareholding 
groups -wanting more, particularly these numbers of 
medium range shareholders, I would have thought the 
shareholders would have won on it. 

THE CHAIRMAN: It is subject to marginal 
rates of 40 per cent. It operates so as to encourage 
accumulation by those people, 

MR. HALL: It does not work out quite as 
easily as it seems on this. I thought anybody with 
a higher income, with a rate higher than 40 per cent, 
would lose. Actually I went through a whole 

series of combinations of this rate up to tax rates 
associated with incomes right up to the very end of the 
scale ~~ $200,000.00 and up -- and oddly enough there 
wass still some small gain to the tax payer. 

THE CHAIRMAN: Were you looking at the averag 
rate or the marginal rate? 

MR. HALL: I was looking at the average 
rate, 

THE CHAIRMAN: I think when one comes to 
consider whether there would be a distribution or not, 

a man would have regard to what the effect of that addit- 
ional distribution would be, 

MR, HALL: Of the marginal? 

THE CHAIRMAN: That is right. 

COMMISSIONER BEAUVAIS: I do not think the 


positions are inconsistent, that there should be pay-out 
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and an increase in accumulation as well. You have a 
10 per cent reduction in taxes. You can use up half 
of that for increased pay-out and still increase your 
retention, 

MR. FOWLER: This is quite right. 

COMMISSIONER GRANT: Pay-outs te date, it 
seems to me, are determined largely by the nature of 
the industry more than by anything else. There are 
certain industries that are never faced with any large 
capital expenditures that have a very large pay-out, 
and those that are faced with expenses within themselves, 
which they feel they would like to finance within them- 
selves, they have a tendency then to hold back. Do 
you think that that would change very much your tax 
retention? 

MR. HALL: I think you would have the same 
differences between industries as you have now, that 
inside the given industry I think there would be a 
little more pay-out than there formerly was. 

THE CHAIRMAN: Shall we go on to the next 
section? The next section is headed, "Removal of with- 
holding tax on dividends paid to non-residents." That 
is on page 9, paragraph 21. 

Your proposal would eliminate such with- 
holding taxes. I suppose the equalization tax is not 
a withholding tax but it will come in instead presumably , 
I would have thought that if one reduced the earnings 
tax down to 40 per cent, a withholding tax on dividends 
in Canadian companies would not have much effect as 


against other countries where the tax rates were a good 
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deal higher. But I suppose under your plan there is 
not much purpose to the withholding tax because = pick 
up equalization tax. 

MR. FOWLER: You pick up at least one aspect 
of the present withholding tax in equalization, 

COMMISSIONER BEAUVAIS: You are not really 
thinking of embodying the withholding tax in the equal- 
ization tax? 

MR. FOWLER: No. 

COMMISSIONER BEAUVAIS: I am interested in 
the fact that we have had this withholding tax for 30 
years now. During this period we have had quite a 
remarkable expansion in this country. Is your main 
complaint directed to, as you frequently say, its present 
form rather than the form as of November, 1963? 

MR. FOWLER: The discontent that you get fro 
a withholding tax and the restrictions placed on what 
I tried to say in the brief has led us to advocate that 
it be done away with. 
You say we have had it for quite a long 
time. We had it at a 5 per cent rate for quite a long 
time, during which most of this growth took place, and 
maybe at 5 per cent it is no more than a minor irritation, 
or a nuisance, or no obstacle to speak of. Certainly 
it is the larger levels of this, I think, that do it, 
and the discriminatory features between the 10 and 20 
per cent. I think that even before the June, 1963 
budget, which did make this distinction, the 15 per cent 
was causing an extra tax load for corporations with 
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interests in Canada, which discouraged them from invest 


0d Moy bed 240 9 
an ont oat ey teare ———— 
eee eno desel 26 qu v0 10 f eee ee 

ages Haube at ee gab rau ans end ett to . 

ae tem ons bor Lans Wa . 
Laube odd mt xat gnkbloddytw e gatybodme to A, 
; | rea potdert | 
| | he 9 | | en 1 ALND HM, 

| ar bes aened d. 1 :SLAVWARE SUMOLTRCIMMOD 
Of 20% <i! aathtodittw eft? bad evad ew dug toast edd 
3 stinp bar eved ew botreq att, gata 


n BIBSY sr 


Mesety ett e ylinexpex? no ee e ee datsLgmoo 
Fee .wadmevyoll to a MN eft asd? veddee 01 
LI 20g soy dari? Tnedinooplh eff :AEIWOU .AN 
darn to Ssoslq anottoLutess eft bas 89 dat oui 8 
Tun eadssovhe oF aw bel san tefad edt ob van oF beled 1 
u eus enob od at 
| e £ sttup tot tt bad vad e van 0 
D 6 Sup tot etat dns teq à 4 te 2 ben e cmt? 
bre ,.9981q dood diworg etd to ¢deom Motdw nun ente fst 
oLvetier! qonte s cadt erom of at df dee 40d & te edyam 


Iiatss aa „% A,,q,ſ of efostade on % 4eoneelua a 20 1 

eit ob wee eee eee Io elovel eee odd mt tt ta 

os ons OL eg noewted eetutas? yrotanimizasth ed? bas 

| €GRL Haut en oed , , R a ls 

N J 194 cl od? eren am pt ws bth do Auf oat E 
. savtteceagroo tot — xed ere as ; 50 1 
atteovat — —— 998 2 


wee 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 5694 


here or increasing their investments here. I think this 
was true at the 15 per cent flat level, 

THE CHAIRMAN : Was that not because of the 
high rate of corporation tax? If the corporation tax 
had been a great deal lower than it was, as you propose, 
that 15 per cent withholding tax would not have been as 
effective as you speak of it. 

MR. FOWLER: I think, just to take the 
calculation you, Mr. Chairman, brought out earlier this 
re the 15 per cent worked out at approximately the 
58 or 59 per cent rate. If you reduce the ordinary 
rate down to 40 per cent, partly in order to induce a 
flow of investment, and leave the withholding tax at 
a flat rate without discrimination, as it was at 15, 
it gets you back up to 474 per cent. If the United 
States goes to 48 per cent, then whatever incentive you 
want for having a flow of capital into this country is 
gone. The lack of incentive that exists at equal rates 
with withholding tax at 15 per cent would, by the 
pluses and minuses have largely disappeared and you 
would have no pressure behind a flow of money to this 
country for Governmental purposes. 

THE CHAIRMAN: Supposing Canada did not in- 
troduce an equalization tax; would you still feel that 
one should endeavour to negotiate the withholding taxes 
down, or negotiate their removal, of course reciprocally 


with other countries? 
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MR. FOWLER: Yes, I think we would. I think 
that if you do not have an equalization tax, I suppose 
there would be a cause for withholding tax of 8 per 
cent. 

THE CHAIRMAN: I would have thought it would 
be lower because its pracent value of what one would get 
should those profits be paid over in future. 

MR, FOWLER: If you do not have the equaliz- 
ation tax, I think we would agree that a reduction to 
a reduced level of withholding tax would reduce some 
of the things. the equalization tax is supposed to do. 
It is directed to influence and to take your chances 
elsewhere, 

MR. RANKIN: Mr. Perry was asking of the 
history of capital movement. We have had withholding 
tax in operation for a number of years. It was, during 
this period, very difficult to trace this information a 
nunber of ways of avoiding this tax. These have been 
gradually shrinking. I do not know if this has any 
bearing on it. It does affect the judging of the his- 
torical movement. 

THE CHAIRMAN Next we move on to page 15, 
paragraph 33. 

Now, the present Canadian System, before 
one goes to incentives at all, I suggest does go beyond 
the normal measurements of income in a great many cases 
and does provide incentives. We are familiar with the 
fact that a large number of Canadian companies show 
a credit balance for their statements representing 


tax on difference between the depreciation that has been 
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taken for measure of income and capital cost allowance, 

I assume you are not going to take that de- 
preciation as sufficient because many of us have been 
properly reporting their income and overstating their 
profits. 

You must agree that capital cost allowances 
have exceeded these things. There is an incentive in 
there, and that incentive is a pretty large one. I 
think it would amount to a very substantial sum, and 
the cost to the Canadian Treasury is the interest on 
that sum avid the BensfIt 48 generally good and some - 
times called tax free loan. That is money that the Govern- 
ment has not yet received, 

If that is the case, anything that. is in 
the Act is an additional incentive over and above ive 
incentive that is inherent in the present system of 
depreciation, 

Your first point in paragraph 33 is obsol- 
escence increases and correspondingly reduces thevuseful 
life of the asset. Undoubtedly obsolescence is a factor 
but I would have thought that it is taken care of by 
our present system and needs no more provision in 
order to take care of it. 

MR, FOWLER: I think it is perfectly true 
that the present scale of allowances appears to be 
pretty adequate in relation to the useful life of 
assets that are concerned, and to the extent that it 
goes a little beyond this, There is an incentive there, 
but if in faster growth you want to have shorter life 


of these assets, if the obsolescence factor ought to 
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be 3 then whatever incentive you may have in the 
present system will disappear. 

THE CHAIRMAN: One country went to 100 per 
cent and then reversed it because it fs too great 
incentives because people were buying assets too fast. 

MR, FOWLER: I do not know if it arises 
in this. Mr, Hall has something to say. 

MR. HALL: I think the pulp and paper in- 
dustry is in a peculiar position with respect to this 
one point, becausetthe rates which have been taken many 
times up until this very year I think have just been 
barely 1 in use of assets. I think the pubp and 
paper * we are instead being allowed the rates of 
depreciation. We were allowed 10 per cent of diminishin 
balance with all our assets lumped together. This, 
for most companies, seem to be running out at something 
like 4 per cent of the undepreciated book value, and 
I think this is enough for replacement. 

January lst of this eae) the regulations 
were changed so this industry is now on the same basis 
as other industries. I think it is not a historical 
case, 

COMMISSIONER GRANT: Would your industry 
be inclined to accelerate this actual depreciation be- 
cause of your longer working week? The pulp and paper 
industry does work on a 7-day week, 

MR. HALL: In some parts of the country but 
it is not universal. 

THE CHAIRMAN: I think it is adequate. 


MR, HALL: Yes. I thoroughly subscribe to 
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this, that a higher level would tend to make one change 
more quickly and keep more up to date, Certainly 
the present levels are quite adequate. 

THE CHAIRMAN: Paragraph 34. You speak of 
anti-depression device, Surely if it is going to be 
used for this purpose -- I think Mr. Fowler referred 
to this in his remarks, moving in both directions, 
companies that have tried to do this. It is easy to 
go up but very difficult to go down, 

In S886 I think in at least one case they 
had come up. This is anti-reciprocal and S0 5 
as growth because of the difficulty of moving it down. 
Industry objects to not having a long-term commitment. 
They say they cannot plan properly. I would be very 
dubious whether this is a good device, but it may be. 

MR, FOWLER: I do not think there is much 
doubt that increased capital cost allowances- will offer 
stimulants. I think in our industry you only have to 
look at the history of the growth in the United States 
and this was as a result of total depreciation arrange- 
ments during the Korean War Period and shortly there- 
after, 

I think you are right that once you grant 
a capital cost allowance nobody likes to see it cut 
back. It certainly is much easier to use it in the 
direction of a stimulant of economy rather than on the 
side of strength of economy. We believe that the 
need to-day is stimulation and this is one device that 
could be used, 


THE CHAIRMAN: How forward should we go. If 
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one allowed everybody to write off equipment in the 


year of purchase -- that has been done -- one might say 


the cost of that is very little. That is not, in fact, 
true. The interest of money that is not otherwise 
received, the costs may be very severe. To what extent 
that affects decisions. 

When we ask questions as to whether many 
Government funds are well spent in this direction or 
wouldn't it be better spent in cutting our rates, most 
people are inclined to prefer cutting rates. 

Then, of course, the question I am really 
getting at is, when an increased rate of depreciation 
stays for a period of time, does it have the incentive 
effect that a new higher rate of depreciation does? 
Doesn't its usefulness wear out over a period of time? 
If you need a higher rate, surely the incentive bene- 
fit disappears, 

MR, FOWLER: I do not really know the 
answer to that 6 

I would suspect if you are in a growing 
industry or growth industry it does not wear out. 
Whether it would in a static industry -- you might give 
the static industry a shot in the arm by it, I don't 
know. 

We people in the growth industry as we 
are, we do not think it will wear out. 

MR, HALL: It seems to me this will not 
wear out at all in an industry where there is a lot 
of technological change whether it is a growth or 


static industry, because right now I think equipment 
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each year is becoming obsolete on a faster rate. You 
need incentive to scrap this old equipment and put in 
new and modern equipment. This is a continuing induce- 
ment to make off with the old and on with the new, 

THE CHAIRMAN: I think one must, of course, 
have most careful regard whether it is advisable for 
national interest to favour capital for intensive 
industries when it seems the major economic success 
by employment, 

MR, FOWLER: This is a real problem. It 
seems to me that this whole trend of the modern world 
is in favour of increased use of capital and that you 
get your employment or you make your employment arrange- 
ments in othe ways may in a real sense contribute to 
the general standard of living. I would, myself, think 
the end result of this theory you can certainly make 
work projects. 

Tt is an absurd one. 

THE CHAIRMAN: For intermediate situations 
which might be useful. 

COMMISSIONER GRANT: I am under the impressian, 
Ur. Chairman, that most industries that appear before 
us, in $808 almost without exception, have been sat- 
isfied with their depreciation schedules. 

Now, if à reduction from the corporate rate 
is to be considered, IT Vonder how much the present rates 
of depreciation have been determined with regard to 
corporation tax rate. Have you any views on that 
anybody? 


MR, FOWLER: I have not, I am sorry to say. 
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Have any of the others? 

In other words, does this mean, suppose you 
have a depreciation rate which is reasonably satisfacto 
b Aa If you move the tax rate down, will it be 
reasonably satisfactory tomorrow? 

COMMISSIONER GRANT: No, I am not thinking 
along that line. If they are satisfied with them to-day 
they would be more than satisfied with them if they 
lower tax rate. The tax flow would increase. 

What I am thinking is <s to whether or not 
the present es tale of depreciation in the various: 
ery machinery and so on — I am wondering if it 
is based on if it stands on its own feet or if those 
econ are influenced by the high corporate rate. Are 
they higher than they would be if the corporate rate 
is lower. 

THE CHAIRMAN: I can tell you the answer 
to that. 

MR. RANKIN: The answer, of course, in my 
view is the incentive aspect of the rate is. In lowerin 
the rate of corporate income tax you are reducing the 
effectiveness of capital cost allowance for the purpose 
we are talking about. 

COMMISSIONER PERRY: They should move in 
reverse directions. 

MR. RANKIN: Yes. 

COMMISSIONER PERRY: If there were no cor- 
porate taxes, we should be arguing for 100 per cent 
depreciation. 


MR. RANKIN: You are arguing the opposite 
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way. Corporation tax, if reduced, has not the 
same need for capital cost allowance to stimulate be- 
cause there is not the stimulus. 

COMMISSIONER PERRY: I have one question, 
Can we take your proposal here as strictly as given? 
All you are proposing is an increase in the present 
rates of capital cost allowance. You are not thinking 
of investment allowance, initial allowance? 

MR. FOWLER: Tt has not been mentioned at 
any time I have been discussing corporation — in other 
ew. as stated as far as I know, 

THE CHAIRMAN: The next section is on Page 
17, paragraph 37, implications for Government finance 
of the proposed tax changes which has been worked out 
on the accompanying schedule and which is reasonably 
clear, 

COMMISSIONER PERRY: One point I would like 
to raise, and that is whether the witnesses have 
thought of the position where the Government might 
attempt to immediately replace the revenue lost from 
corporation tax reduction by incragiges in other taxes. 
Or coming more directly to my point, doesn't your 
proposal here envisage that no offsetting attempt is 
made to reduce the amount of Government deficit to the 
extent it is although you would lose your economic 
stimulation. 

MR. FOWLER: Yes. We do say that we get 
stimulation. We get back at least this amount and 
maybe more. It is perfectly true. In fact, this is a 


stimulation, As we people create that stimulation and 
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do things which are working in the opposite direction, 


you will cancel it out. 
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THE CHAIRMAN: I am interested to see tha 
you have made a calculation as to the relationship of 
the tax loss and the G.N.P. I do not have any more 
comments on that but to say that our staff are also 
looking at this. 

MR. FOWLER: We made a calculation. We 
do not get very precise about it, I must say. We did 
wits a lot of work on this, but this is the best we 
can come forward with. 

THE CHAIRMAN: From my point of view it 
will serve as a check on what we are going to get our- 
selves. We are very glad to have it. Thank you. 

I am moving on to page 21. Is there anything 
before that? 

This deals with the future emphasis on the 
sources of tax revenue. You suggest the possibility 
of widening the base for sales tax, and of course I 
think that must be true throughout. One must always have 
regard to the width of the base of all taxes, although 
I point out to you that some of your recommendations 
narrow the base in respect of corporation taxes, par- 
ticularly those of increasing depreciation, because 
one reduces income by that and accordingly your base 
is reduced. I think we must continually have regard 
to the size of the base in all matters of taxation. 

You speak to this and at the same time you 
object, and I see your reasons very clearly. There is 
the tax on construction materials and production machine 
which is, as you say, a tax on tax -- or at least it 


is that the products are taxed twice. You are not in- 
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cluding construction materials used in housing, I pre- 
sume, in that? You are sticking to construction material 
as used for production facilities? 

MR. FOWLER: This was what we had in mind. 

We are not dealing one way or the other with the construcittio 
materials in housing. This question of housing policy 
is in a totally different field. 

THE CHAIRMAN: I did not think you restricted 
your submission when I listened to it. 

MR, FOWLER: I did not mention it as such, 
but I was thinking particularly of the construction of 
production facilities. 

COMMISSIONER WALLS: I was wondering first 
of all, in fact I was rather intrigued. as to your 
advocacy for increased use of sales tax to compensate 
for the other tax concessions you have asked for -- at 
least to some extent to compensate for them. Does it 
have any bearing on the fact that your industry really 
pays a relatively small percentage of the present sales 
tax? 

First of all, most of the materials that 
you use are in the production of paper and are free 
and naturally your exports in line with other exports 
are tax free -- and that is a very considerable part 
of your business. 

Then your 3 newsprint is exempt be- 
cause of its end use in newspaper. So actually your 
industry right now pays a relatively small percentage 
in comparison with other industries of sales tax. 


MR. FOWLER: It is a perfectly fair question 
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Mr. Walls, and it is always difficult to know whether 
people are motivated by their particular situation in 
which they find themselves. 

I would y that in the production of this 
brief this line of questioning did not occur, People 
were trying to take a look at it and say: "First of all, 
we are not advocating increased sales tax, but if you 
must do it, this is the better place to look than to- 
wards other types of taxes that are available." We 
think you would be better not to make any compensating 
change. 

But we are open to this charge, you are 
G right, that we are not very large payers of sales 
tax for one reason or another and therefore it could be 
said that this is therefore not a sincere recommendation. 
At eee it is not a very hurtful recommendation for us 
to make, I do not believe it was made for this reason, 
but people may not believe me, 

MR. HALL: Mr. Fowler, I think it would be 
quite fair to say that in our total discussion in 
committee on this subject this was never raised and the 
real comparison was against the European situation, We 
were looking at the European value-added tax and what 
they seem to have accomplished -- what they looked as 
though’ they were accomplishing. 

COMMISSIONER WALLS: As regards that Europea 
value-added tax, I was rather surprised that you re- 
commended that and yet wanted the tax moved 
forward, because, as I understand the value-added tax, 


where it is used to any considerable extent is at the 
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manufacturer's level and at the wholesale level. Only 
in relatively few places is it ever used at the retail 
level. 

As I understand it you want it moved forward 
from the manufacturer's level. 

Is it not a fact that what you are really 
asking for is a single stage tax moved forward 28 
close to the retail level as possible? 

MR, FOWLER: I think this is correct. By 
using the phrase "value-added" we may not be strictly 
asking for all the features of the full European model 
of value-added tax. I think the way you put it is 
correct. 

I do know Mr, Hall's point is a valid one, 
that when we were turning toward the recommendation for 
sales tax we were not in fact saying that this is some- 
thing that is not going to hurt us very much, but 
were looking around to other experiences throughout the 
world which seemed to have worked rather well. 

THE CHAIRMAN: Most industries do not pay 
Sales tax; they collect sales tax. It is a tax on the 
consumer. 

COMMISSIONER WALLS: That sort of leads into 
the same question in regard to your objection to the 
tax on machinery of production, because if the eventual 
consumer pays it -- he does pay all taxes, I believe -- 
then is it going to make any difference to him whether 
he pays it through that medium or through any other 
medium? I know you are going to say it does affect us 


with regard to exports. 
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COMMISSIONER BEAUVAIS: These export countrie 
in Europe all charge sales tax on machinery of production 
without any adverse effect on the competitiveness in 
the world market. 

MR. RANKIN: Take the Swedish example. They 
are just in the process of changing it in line with 
G. C. J. This is an en I believe, is recognized as 
1 and the people who are doing it, from information 
we e are stepping back into line with our recommend 
ations, 

COMMISSIONER WALLS: I understood that when 
the Swedes were moving forward from the present retail 
tax to the 1 tax they were not going to make an 
change insofar as machinery for production is concern- 
ed. 

MR. RANKIN: There is a strong movement in 
Sweden to get that changed, 

such 

COMMISSIONER WALLS: I know there is/a strong 
movement. I understand. 

There is one other point. You objected to 
the tax on building materials. Do you know of any case 
within your industry where the tax on building materials 
has been a deciding factor as to whether you built a 
plant or not? 

MR, FOWLER: It has not been there for very 
long; it is only a matter of a few months. Prior to this 
it was exempt. I do not think we could give you absolute 
proof of this, nor, if I had them, would I be Able to 
name the names; but I will say that I have heard frequent 


statements of people who said: “Well, we have abandoned 
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construction of an idea we had which we are not going to 
do now." Whether it was a good idea or whether it would 
have come about, I cannot guarantee to say. You cannot 
prove it absolutely, but I know that there are one or 
two projects which were pretty well along at thé time 

of June. They are not finally abandoned, but they have 
not gone forward yet and there is talk that they may 
not because of this tax. 

COMMISSIONER WALLS: I have just one more 
question. It is entirely speculative on your part that 
some of the tax concessions you have asked for will in- 
crease the gross national product by 5 per cent. If 
it does not, then it would throw the weight on to sales 
tax. That roughly would make an increase of one-third 
in the amount of sales tax. Even if you move the tax 
1 it would mean a sales tax of about 10 per 
cent for the Federal Government plus 5 per cent for 
the Provincial Government. 

Do you think that such an increase of tax 
would be acceptable to the consumers in Canada -- 15 
per cent at retail level? 

MR. FOWLER: Of course, our first suggestion, 


which I tried to amplify earlier, was that if the tax 


reduction method does not work, then we are going to have 
bigger deficits and we are going to have to continue 
deficits, and we can carry deficits for some time. 

In other words I do not think that in the 
circumstances of your assumptions that we try this 
tax reduction, if it does not produce the 5 per cent -- 


which we think it will -- we therefore do not get the 
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economy going. We would have to then contemplate taking 
up the full reduction taxes by an increase in the sales 
tax, I think that we have got to find some other way 

to get the economy going. 

COMMISSIONER WALLS: Well, that does not 
quite answer my question. 

THE CHAIRMAN: Mr, Fowler might have replied, 
I think perhaps, that he also recommended that it be on 
a wider base. 

MR, FOWLER: That is right, and Mr. Hall just 
mentioned this to me now. It is probable that we would 
not have to take it all up at the present rate. 

THE CHAIRMAN: What I would like to know, 

Mr. Fowler, is just how serious is the tax on production 
machinery? It is very easy to understand the principle. 
Certainly it has got to be taxed. Is it a matter of sign- 
ificance what itis going to add to the cost of your 
productions? Is it going to add enough to make any 
difference as to whether they are profitable in the expor 
market or whether they are not profitable in the export 
market? 

MR, FOWLER: Well, I think there are two 
aspects to this. The first one is the question of the 
effect of the tax itself on the undertaking of the new 
venture, That is one thing. 

I have heard of various people who have said: 
"T had a venture that I was going to do which costs 
so much money. This tax is going to mean an extra 

4 million dollars for me. It may make the difference 


between my going ahead with it or not." 
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But that figure is probably not too bad, 
With all of the major pulp and paper mill expansion 
the tax would amount to something like an extra 95 
million in capital. This is to the order of a 10 per 
cent increase in whatever goes into your price from your 
capital investment. 

This is a high capital investive industry 
and therefore the proportion that charges into the price 
is going to be higher than perhaps in most. Whether 
this will be significant in keeping us out of the 
markets or making it completely impossible for us to 
try to market or not, I do not know. 

MR. HALL: I am sure it will stop a lot of 
ventures, because most people have some criterion. It 
differs from company to company as to the percentage 
of return they are prepared to accept. 

If you add 10 per cent to the capital cost 
and at the same time increase your operating cost by 
the charges associated with capital, then you have prob- 
ably come to a stage where your return on investment 
is decreased a minimum of 10 per cent and probably 
a maximum of 20 per cent, as compared to what would 
happen if this had not occurred, 

It is enough to kill many projects, aside 
from ones where there may be a certain amount of equity 
capital available. If you take your $50 million new 
mill, it may be possible to raise a certain amount of 
money, but $5 million more may just be impossible. 

MR, FOWLER: I think the Chairman's question 


was not directed so much towards this point but more 
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to the question of whether, supposing you do go ahead 
with the thing, and, having paid this $5 million in 
construction materials, what effect does this have on 
your consumption? Will it prevent you getting into 
markets which you are now in, or will it be too unprofit- 
able to stay? 

THE CHAIRMAN: Directing my remarks to export 
of materials particularly. 

MR. HALL: And assuming you have made the 
investment? 

THE CHAIRMAN: Yes. Assuming even, if you 
like, that you base your cost on a basis of replacement. 
I do not know whether you do or not, but it would be a 
logical way to do it in your industry. 

MR, HALL: Once you have made the investment 
the charges associated with capital are relatively 
fixed and you have to compete with whatever you find 
in the world. 

THE CHAIRMAN: What I want to know is, becaus 
of this tax would a ton of paper cost 2 cents more or 
$2.00 more? 

MR. HALL: If you take the mill Mr. Fowler 
was suggesting which might cost $50 million, this would 
produce 200,000 tons a year of pulp. If you take your 
$5 million extra capital cost and apply 10 per cent 
depreciation, it is 55000, so it is $2.50 a ton of 
pulp. 

THE CHAIRMAN: Thank you very much, 

COMMISSIONER GRANT: That is assuming that 


sales tax is operative below $50 million on cost? 
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MR. HALL: Les. 

COMMISSIONER GRANT: Leaving out sites and 
wharves and improvements 

MR. RANKIN: The secondary effect of the 
sales tax on construction is very difficult to estimate 
and it is recognized as being very severe. Everything 
we buy which is pyramided does not just occur once. 
Everything from our suppliers would be going through the 
same experience, There our costs would be increased, 
Their suppliers s in turn would be going through the 
same experience, Once you put pyramiding into a sales 
tax system it is not just a one turn-over affair. 

It is not possible to measure right now 
the effect. It would have to be a very arbitrary assumpt 
ion to do so, But it is a great deal further affected 
than just the initial impact. 

THE CHAIRMAN: If you gentlemen would care 
to amplify what you have had to say with figures, I 
would be very glad to look at them. I have got an idea 
of the significance from Mr. Hall's statement, but Mr. 
Hall might care to define the statement, I do not know. 
It is a very rough one, I think. 

MR. HALL: Yes, it was. 

COMMISSIONERGRANT: Is it not a fact that 
the recent change in the Sales Tax Act by improving 
this sales tax on machinery used in production on build- 
ing materials is really a re-imposition of the tax that 
was in force and was removed around 1944? 

MR, FOWLER: I do not know this history. 


Is this true? 
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MR. RANKIN: That is true. 

COMMISSIONER GRANT: Of course at a differen 
rate than it is now. But the principle was there and 
the tax was in force. It was removed, I should imagine, 
as a post-war inducement and a concession to industry 
to bring their machinery back into full operation where- 
as they had been deprived of new machinery during the 
war years and had to get along with repairs and so on. 

This was an inducement to industry to tool 
up again, 

It was removed too with housing. We had 
a great housing problem in 1945 to 1955 and so on. We 
had to get the housing and therefore it was removed 
from building materials for this same purpose. 

But is there not the distinct possibility 
that industry has regained its position to the extent 
that it can absorb this tax now and take it in its 
stride? 

MR. FOWLER: I think, Mr. Grant, by all 
means let us look at history. You have to record changes 
from time to time. But I think this is the whole thing 
we are trying to say -- that now is the time when we 
ought to tool up again and do a lot more in terms of 


speeding up this economy than we are doing. 
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The move to put this particular tax as it 
was really taken off originally is a true enough thing. 
We better tool up and take it off again. 

COMMISSIONER PERRY: Tt has been astonishing 
that nobody has looked that up. 

I have it but I was around when it was pre- 
pared. 

I am not sure what stimulus to export . 
was mentioned in the Budget Speech and did not have 
anything to do with tooling up after the War. 

MR, FOWLER: We will look it up and we will 
send it in if we find it. 

COMMISSIONER PERRY: This does concern 
economists who examine the massive changes from one 
kind of tax to another, particularly from corporation 
profit tax to other kinds of taxes. What they are 
concerned with is this, that unless you get equally 
offsetting changes in price that you could end up 
damaging your economy by a change of this kind and part- 
icularly your export industries. 

In other words, if your suggestion of red- 
ucing the corporation profit tax were followed and if 
as a result of losses of $200 million or $300 million 
of revenue, the same amount of revenue were put on 
goods as an indirect tax, this almost inevitably is 
going to work into your economy as increased cost be- 
cause it increases the cost of revenue and wages go 
up. 

Unless your corporation profit tax is ref- 


lected in reduction of prices corresponding to what 
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happens -- what you put on when you put on indirect tax, 
you are really worse off competitively than you were 
before the change. 

What really bothers economists, they do not 
think corporate prices would come down to reflect the 
reduction in corporation profit tax. 

MR, FOWLER:: I think, Commissioner Perry, 

I see your point. I do not know how to answer because 
18 43 a eb ec ed economic argument. 

MR, HAVILAND: ‘The tendency of a fully- 
employed economy in the past, and providing expenditures 
are kept within check, to produce a balance of surplus’ 
pudget. The increase in the production that would 
result in the increase in capacity that is mentioned 
may in fact end up with the taxation being a lower 
percentage of gross national product rather than higher. 

Although this is complex, all these relation-+ 
ships if I have understood your point -- economists 


themselves could have answers to the problem that they 


have raised. 

COMMISSIONER PERRY: We listened to a whole | 
day of them discussing this and they did not have an 
answer. 


I follow you on your comment. Tt is not 


I was simply looking at the corporate struct 
ure as an operating concern producing goods at a price 
reflecting cost, which it must incur. If those costs 
are increased through the imposition of new taxes 


quite the point I was making. 
which have the effect of raising costs, their prices 


0 nene aotiexoqwe0 mt motes: | 
red age tas n e I< ee e mans 
Sb TOWENS OF wor wor! Jon ob I. n zu esa I 

sIneuugns olmonoos betsotiqmes s al tt 

“Vile s to Yonebas? ed? . :GMAIIVAR. a 


| 


RetuIbcSans. anthivor daa 080 9a3 at: yaonone do vo To 
\widtse ‘to eonsled 5 soubor os Aged atddiw: tqedt ees 
Des vad noLionborg * of essertomt ont ,togbud 

| Senotiaem at tai? yttoaqas at e ed? oh tiueet 

. | Te § uted soltexed edd deu qu Due dost at ‘Van 
engt and? r voubwsg Lnotdsn srory to ae 


eno lteter seers lie ,*elquon eh atdd mguoddtA: 


| 


| ad aν,ᷣ D -- tettog swoy bootetebay eval 1 11 Etta 


Nen ted? fond ent od stewens sya bikes esvlesmedy 
denke syed 

| Totti s ov DN ow + ¥RRES AAMOLEEIMMOO 

mS evan gor SID tend dus a Suan aD madd to va 

| | <Towens 


. gon ef 31 Löse bon ao bo wollot I 


„SAM esw I tatog edt sting. 
: — etazoqroo eld da ate Inte saw I 1 

ad 4 38 aboos antowboug HOPED, BALE OT OED as n 
mee S, 1 3 9 40 fun . | 


9 1 


Secs} wen to neee ods ata 5 Tonk * 1 
n 1 
‘Be0tnq stort % „ iad 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO M7 


must go up. 

This is going to be an additional price unleds 
the prices have gone down correspondingly to reflect 
the reduction in corporate profits. It is not really 
very complicated. It is very simple, 

MR, RANKIN: We did consider this when 
we were making this recommendation. The central point 
we were trying to visualize a perfect tax system. 

With the initial recommendation we believe that we 

have drifted into certain aspects of taxation which re- 
tard growth. As to how you obtain tax revenue in prin- 
ciple disregarding our present deficit budget position, 
the key factor is level of Government expenditure, and 
we cannot ignore this factor when you are moving into 
the realm of which you are speaking. 

Quite obviously, from a purely abstract 
point of view, there must be a optimum level of expenditure. 
How you measure this, we have not been able to arrive 
at any tool. We are recommending that the electrode 
system of taxation should be in existence so the 
electrode can come closer to measuring the impact as 
they are at the present. The alternatives increase per- 
sonal income tax or increase sales tax. 

From a practical point of view, we put 
forward a question on increased sales tax. 

COMMISSIONER PERRY: Let us get the corporatipn 
profits down and have some indirect tax and we are done 
with the problem, 

MR, GIBB: Commissioner Perry, I think our 


position is not to take off the corporation tax and 
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replace it with another tax, 

COMMISSIONER PERRY: I agree with that. 

MR, GIBB: You may just take from Peter to 
pay Paul. I think you can argue that revenues tend to 
rise in relation to growth of the economy. That is 
the increasing number of people that produce or buy and 
the effect on the increasing prices on a per capita 
productivity basis, 

The expenditures under our system, and this 
is an over-simplification, they tend to rise on a 
per capita basis, only we have expenditures geared to 
the number of people in a growing econcmy and we must 
assume a growing economy. You can argue on rate of 
growth. The basis of our argument is if we cut this 
tax and if it does achieve an accelerated rate of growth, 
this will recapture through that relation between 
revenue and expenditure a good part of the initial loss 
of revenue. If expenditures are not increased any 
more than their normal rate, that is per capita rate, 
sooner or later you will come into bounds. 

COMMISSIONER PERRY: I am not on the same 
wave> length. Iwas talking relative benefits on var- 
ious kinds of taxes. One must consider another kind 
of tax is going to have some effect on cost, and you 
do not get rid of your problem by saying let us drop 
this tax and have another one, 

MR, HALL: I would like to make a comment 
because I think I am on your wave length exactly on 
this. 


This has been the cause of some discussion 
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inside our committee. The official view of the committee 
is that such decline in taxation would partially decrease 
price and personally it is my view that with the except- 
ion of international commodities that all of these will 
end up in the form of decreased prices, 

I think the competitive situation is such 
that all my competitors, at ent, are always looking 
for places to invest in and they have a certain fixed 
return which would promote them into investing them, 

If the people who get this reduced taxation 
are silly enough for a period to let the prices stay 
up quite high and take this in the form of increased 
3 they are breeding a new lot of competitors that 
are not looking at it that way. 

THE CHAIRMAN: This has been an interesting 
morning indeed, We thank you very much indeed, We 
certainly will continue our examination of this matter, 
We would be delighted to have your discussions. 

MR. BENNETT: May I enter into the record, 
as Exhibit 268 the Brief from the West Kootenay 


Power and Light Company, Trail, B.C. 


EXHIBIT NO, 268: Brief from West Kootenay 
Power and Light Company, 
TrALL BG. 
THE CHAIRMAN: Stand over until 9:30 to- 


morrow morning. 


-~--Whereupon the hearing adjourned at 12:55 A.M. 
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sailed commencing at 9:30 A.M. 

COMMISSIONER PERRY: Mr. Secretary, will 
you please get us under way for the day. 

MR, BENNETT: Commissioner Perry, Commiss- 
ioners, this morning we have before us the Canadian 
Automotive Wholesalers'and Manufacturers! Association. 

Mr. Thomas H. Whellans, Executive-Vice- 
President is here representing thesAssoctation together 
with the legal counsel Mr. 8. F. M. Wotherspoon, Q.C. 
and his associate Mr. Gibson. 

Mr, Wotherspoon will be speaking to the 
brief which I now enter into the record as Exhibit 269. 


~--EXHIBIT NO, 269: Brief of Automotive Wholesalers 
and Manufacturers Association. 


SUBMISSION OF 
CANADIAN AUTOMOTIVE WHOLESALERS! and 


MANUFACTURERS! ASSOCIATION 


Appearances: S, F. M. WOTHERSPOON, d. C. 
F. E. GIBSON 


THOMAS H. WHELLANS 


COMMISSIONER PERRY: Good morning gentlemen, 
I should explain that the Chairman, Mr. Carter, was 
required to go to Toronto to-day and therefore is not 
present and has asked me to act on his behalf. 

I welcome you to our hearings. . We have 
all read the brief as you can imagine. We do give 
witnesses an opportunity to make any supplemental 


statements at the outset if you wish to do so. 
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Would you please indicate also at this 
stage who will be your principal spokesman, 

MR. WOTHERSPOON: I think I would be the 
principal spokesman as to matters on facts. 

COMMISSIONER PERRY: Would you care to 
Say anything at this stage, Mr. Wotherspoon? 

MR, WOTHERSPOON: Yes, I would. 

Chairman and Members of the Commission, as 
pointed out in our brief this association represents 
a very substantial portion of the manufacturers and 
wholesalers of automotive products in Canada. 

The members of this association deal in 
what is known in the trade as the after-market. That 
means the market for automotive products after a new car 
has been delivered, all repair parts and so on. 

1 10 not put it in the brief because it is 
impossible to get an accurate figure. But the approximate 
figure is the members of the association include 85 
per cent of all parts manufacturers in the after-market 
and 80 per cent of all wholesalers in the after-market. 

In our brief we have now dealt with three 
problems that affect our members very substantially. 
The matter of the income tax advantages to the co-ops, 
exemption from sales tax of automotive parts when based 
on end use for foreign purposes and sales tax in rel- 
ation to imports. 

Just dealing very briefly with the co-op 
situation, The other brief will demonstrate for you 
the tremendous growth in co-ops. I refer to the 


Equitable Foundation brief, It shows 500 per cent in- 
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crease in the past 14 years and the very recent pub- 
lication on part of agriculture shows they have increased 
again from 70 million to 714 million of sales in the 
past year. 

Also, about two weeks ago an issue of the 
.- era s Consumer pointed out they are planning 
similar great increases. This did not give very many 
facts of interest for our submission. But I did note 
plans for 19 new service stations next year which shows 
how they are moving in the after-market field. It is 
readily seen that the co-ops are now big business 
and becoming big business in the automotive after-market 

The members of this association have no 
objection whatsoever to fair competition from anybody 
and never complain about it. What they do object to is 
when a move in the extent of taxes of competing corpor- 
ations in the same trade depends for the success of 
one group on advantages given to that group. It is 
for this reason that we recommend and support, in our 
briefs, the income tax given to co-ops of special treat- 
ment should be repealed. 

Dealing with the matter of sales tax, 
Mr, Chairman, based on end use. Sales tax, when based 
on end use, except for a large item which is readily 
traceable, gives absolutely impossible nightmarish 
administrative problems so far as the department is 
concerned and also gives problems to the industry. 

Those problems in industry, then, tend to 
create inequities in the conduct of trade and often 


without commensurate being to the end user. 
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In schedule 3 of the Excise Tax Act there 
is the exemption of traction engines for foreign pur- 
poses. This, in the main, means tractors, The members 
of this association do not object to the farmer being 
given an exemption for the whole tractor. We look 
on that ae fair. Of course, it is a matter of governmen 
policy. The tractor and base use is readily determined, 
It is very easy to police where that tractor goes. And 
secondly, traders are on an even basis when dealing 
with a whole product such as that. 

However, the schedule then goes on and 
exempts complete parts of all foregoing. This is where 
the rub comes. 

Take for example, the same tractor may 
be sold for farm purposes and there is also that same 
tractor is used in many other industrial endeavours, 
for instance, logging. Every part on the farm tractor 
is completely interchangeable with the industrial tract- 
60. When you come into this parts question it is 
impossible to start tracing all the thousands of parts 
that go into a piece of equipment of that nature. 

Some of them are very simple items such 
as batteries came inane You cannot tell where the 
battery is going to go. We have no way of telling 
whether it gets installed in that vehicle or some other 
vehicle. 

If a vendor has large sales to farmers, then 
there is a lot of work involved in trying to keep track 
of what parts go to an exempt user and what parts 


do not. It becomes an administrative mile-stone to 
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that vendor and also to officials of the department 
who have to at least try to police the law. Because of 
these problems the department, as I point out in the 
brief, found it necessary to work out arbitrary rulings 
because they could not get an answer to it. 

Farm implement dealers have now been put 
on a special basis. The Department makes an arbitrary 
ruling that 20 per cent of total sales for non-tax 
exempt use and they pay tax on 20 per cent of what 
their total sales are, This shows how impossible it 
is to administer the law the way it is. The result 
of this is the farm implement dealer is under one of 
these special rulings and is put in a preferred trading 
position over the automotive wholesaler and industrial 
dealer who are selling the same commodities. 

The farm implement dealer does not have to 
pay on a per unit basis, This gives him the opportunity 
to 1 his 20 per cent tax over all items and makes 
it difficult to compete on the 20 per cent basis. Also. 
the farm implement dealer As free of very costly ad- 
ministrative problems, He does not have to keep a 
report of the end use of his product. The automotive 
dealer does. And again there is inequity between the 
two trades. 

Then, also, the farm implement dealer 
no longer has to finance the payment of sales tax and 
this is becoming a very substantial item in large 
organizations. 

As I explained in some detail, there are 


no figures that really will bring out the exact amount. 
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But, from the figures available from the Dominion 
Bureau of Statistics, on the average if this end use 
of automotive parts as an exemption was abolished each 
farm operator in the country would only have to pay 
$5.51 a year. We submit that this is a very small 
benefit to the farmer and does not warrant the contin- 
uance of the costly administrative problem to both the 
Department of National Revenue and the trade, and also 
does not warrant to maintain these trading inequities. 

We submit this exemption on parts should 
be removed from the schedule of exemptions. 

Our next point was the matter of sales tax 
as applicable to imports, Sales tax by nature is in- 
tended to be neutral as between imported articles and 
those produced in Canada, It is what I call -- I 
have no authority for it -- domestic tax. 

We submit this neutrality does not exist 
in Canada because of the different bases that are 
used for the application of the tax and often the im- 
ported articles are in effect actual subsidies against 
the Canadian article by the application of this tax. 

In the example that I set forth on Page 
7 of our brief, the imported article is given an approx- 
imate 2 per cent advantage over the domestic article 
by the application of this supposedly neutral tax. 

We admit this does not apply in every case, 
but it is a very serious problem to Canadian manufact- 
urers of automotive parts for the after-market. 

The lower the per unit cost of the foreign 


manufacturer with respect to his .warehousing and sales 
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and distribution in domestic cost in comparison to 
Canadian cost, the greater the problem. If you analyse 
the fair market value pukings of the Customs Division 
on which sales tax is then based, you ‘will find that 
the domestic market price must include the domestic 
market's portion of these actual costs. 

in many cases these costs on a per unit 
basis in the foreign market are a way less than they 
are in the Canadian market. It is not, then, a comparable 
figure that is imported, let us say from the States, 
in order to determine your sales price. 

An example of it would be a foreign man- 
ufacturer who is specializing in private brand parts. 
Any situation such as that, his per unit costs of 
selling are very low. He has no national advertising 
at all because he is not actually advertising the 
product. He is making the product. He has no sales 
cost. His warehousing costs, when specializing in 
special brand manufacturer are relatively low because 
there is a very quick turnover, 

Secondly, there are never heavy stocks 
in hand. 

Also in many cases the distribution 
costs on a per unit basis would be far less than in 
Canada because of the compactness of his market down 
there, The base the tax applies to on his product 
is relatively much lower. The Canadian manufacturer 
who is making a nationally advertised product, he 
has to include all his Canadian advertising in his 


base plus warehousing and the large distribution 
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costs that you have in Canada because except for per- 
haps Toronto and Montreal we do not have compact markets 
compared with countries such as the States, 

Since drafting our brief, I find that 
Professor Bladen came to the same conclusion in the 
report of the Royal Commission on the Automotive Industry 
and I have filed with your Secretary copies of the 
second recommendation of the Commission, and I will 
refer to this which is at page 60 of the Commission 
report, The report says: 

"The Excise Tax Act provides that 

the base on which the sales tax is ass- 

essed on motor vehicles in Canada is 

the manufacturer's price to dealers. 

For imported vehicles ---" 
he is dealing here with new motor cars, not parts --- 

".--it provides that the base be 

the "duty paid value", which, in 

essence, is the manufacturer's price 

to dealers in the home market plus duty 

if applicable. The sales tax on ve- 

hicles produced in Canada is assessed 

on the costs incurred by the manufact- 

urer in placing his product in the hands 

of the dealer in Canada; it would 

seem reasonable that imported vehicles 

be taxed at that same level. It might 

be argued that, in so far as the Can- 

adian market is concerned, the process 


of production of imported vehicles has 
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"not really been completed until they 

are ready for retail distribution in 
Canada. The importer's price toa 

dealer in Canada is substantially higher 
than the manufacturer's price ona 
Similar vehicle to a dealer in the 
country from which the vehicle is export- 
ed. It has been determined that the 
margin of difference usually amounts 

to about $250; but it has been asmuch as 
$500 on certain models in the medium- 
price range. It is my contention that the 
costs of shipping, advertising, handling 
and other charges which are incurred 

in the process of marketing an imported 
article in Canada are an essential part 
of the cost of producing an automobile 
for use in Canada. This pportion of 

the cost of an imported vehicle should 
therefore be subject to sales tax. The 
omission of these costs from the tax 

base means that, in comparison with 
dealers who sell Canadian-produced vehicles, 
those who sell imported vehicles get 
substantial relief from the Canadian 
sales tax burden. This reduces the de- 
gree of tariff protection intended 

by the legislation against vehicles 
imported from countries subject to the 


Most-Favoured-Nation rate of duty, and 
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"is the equivalent of a subsidy to the 
importer: on vehicles brought in free of 
duty under the British Preferential 
Tariff. In the latter case, the Canadian 
manufacturer must, in effect, compete 
against imports which are entitled to 
freer than free entry. 
I know of no other country that 
places domestic manufacturers at a dis- 
advantage in meeting import competition. 
The United Kingdom levies its purchase tax 
on imported goods, as on all goods, on 
their wholesale value in the United Kingdom. 
The United States applies its excise 
tax on all automobiles on the price of 
the automobile in condition for delivery to 
the purchaser in the United States." 
Professor Bladen then sets forth an 
illustration which is included in this excerpt. He 
shows. that thé combined effect of sales and excise tax 
which was at that time applicable to the vehicle -- 
as a result of his recommendation the ‘excise tax was 
removed =~ was 185 per cent of «domestic manufaturer's 
price to the dealer; but with an imported vehicle 
the tax is only 15.3 or 15.7 depending on which entry 
base it has in the Custams;;. of the importer's price 
to the Canadian dealer. So, there is approximately 


a 3 per cent subsidy given to the imported article. 
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There are various ways in which these prob- 
lems can be cured, I submit that it is a serious PTOb 
lem, First of all, if Canadian sales tax became a 
retail sales tax the problem, of course, would be re- 
moved, 

Secondly, Professor Bladen in proceeding 
to deal ie and I am sorry I did not have this reduced, 
as it only occurred to me after we had had those run 
off that I might make reference to this; I do not 
think it is applicable to this trade, but I think it 
5 of interest in dealing with the whole automobile, 
he recommended that --- 

COT TONER FERI: I wonder if you would mind 
giving the exact page, for the record. 

MR. WOTHERSPOON: Yes,«sir, It 18 on 
page 63. 

He recommended the answer for the whole 
automedile is the national wholesale price. At 
page 63 on this third recommendation he says: 

"The Excise Tax Act provides that 

the sales tax be levied on the man- 

ufacturer's sale price, Thus, the 

amount of tax is affected by the 

method of distribution which prevails 

in an industry. Where the pattern 

in a particular industry is one of 

distribution through a wholesaler or 

distributor, the tax is based on the 
manufacturer's price to the wholesaler 


or distributor. In the automobile 
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"industry the pattern is one of direct 
sale by the manufacturer to the retail- 
er or dealer," 

I point out again he is just dealing with 
the whole automobile, not with parts. 

"This tax should surely be mutual 
as between forms of market organ- 
ization in different industries. 

T propose, therefore, that the 

Excise Tax Act be revised to provide 
that, for the purpose of computing 
sales tax on motor vehicles the 

'sale price! be a ‘notional! whole- 
sale price. This ‘notional! whole- 
sale price would be the manufacturer's 
sale price to the dealer less an 
appropriate ‘notional!’ discount. The 
‘notional! discount should be deter- 
mined having in mind the special 
conditions of the industry and the 
costs of distribution assumed by the 

manufacturer in the absence of a 
wholesaler or distributor. I believe 
that 5 per cent off the dealer price 
would be a reasonable discount for 
this purpose in the automobile in- 


dustry." 


I suggest that this "notional' wholesale 
price should be included in a study as to what is the 


best answer to this problem, but I also suggest that 
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in view of the great number of dissimilar parts in 

the after-market industry it is doubtful that it would 
be feasible from a departmental point of view to prod- 
uce the right amount of discount to get your ‘notional! 
price through a trade such as this. 

Another method that I understand is being 
used in Australia is to add a flat predetermined per- 
centage. I am told theirs is 20 per cent. That is 
added to the value of duty across the board for the 
purposes of computing sales tax. 

While this would appear to answer the prob- 

decision 
lem, it would be a Solomon's “cf as to what the per- 
centage would be, and I cannot conceive of it being 
a fair percentage in many cases, if you just take an 
average of that nature. 

It has also been suggested that the problem 
be cured by increasing the customs duty. However, this 
would appear to be completely contrary to GATT and not 
really usable as an answer in Canada. 

It has also from time to time been suggested 
that the cost of insurance and freight should be added 
to the value for duty. This, I suggest, would only 
be a partial answer, as this would tend to even up 
the problem of the subsidy resulting from distribution 
cost, but would not do anything in connection with 
wharehousing and sales cost from the two countries. 

The method that appears to our association 
to be the fairest is that the Act be amended to provide 
that for the purposes of sales tax the importer be 


classed as the manufacturer. This could not be done, 
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we submit, just across the board, because there would 
be many inequalities and the study should be made in 
particular reference -- I would say a study with 
departmental problems in mind with help from them as to 
how they would deal with the small retailer who brings 
in just a few articles a year; also a person who im- 
ports something himself, as to how he is to pay sales 
tax. 

In ouf brief we Suggest one method by which 
this could be overcome, but I do submit that it needs 
a far greater study, particularly in consultation with 
the officials of the Department of National Revenue. 

I have one apology to make in that I found 
a typographical omission in our brief. It is not of 
consequence, but I thought perhaps I should draw it 
to your attention. It is on page 7. It is in the 
example about eight lines down, where the $20.00 appéars 
in the left-hand column, Beside that it says: 

"Cost of sales and distribution in 

Canada and profit thereon," 
It should be: 

"Cost of wharehousing, sales and 

distribution," 
to correspond with the item above that. I am sorry 
that such an error occurred, 

I thank you very much for permitting us 
to appear before you, and we shall be glad to answer 
any questions. 

COMMISSIONER: PERRY: Thank you, Mr. Wotherspoon. 


I would like to know just a little bit more 
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about your association. You mention that the manufact- 
urers in Canada are members. Does this include the 
automobile companies as such? 

MR. WOTHERSPOON: Perhaps Mr. Whellans can 
give it more accurately. I could give you an answer, 
but he knows exactly. 

MR. WHELLANS: Mr. Chairman, no, this does 
not include the car manufacturers, the vehicle manufact- 
urers. It includes only parts and garages and manufact- 
urers that sell to the after-market. 

COMMISSTONERSPERRY: What about an industry like 
the McKinnon industry in St. Catharines? They manufact 
ure mainly for the parent company. 

MR. WHELLANS: To explain that, in the trade 
we call that a captive company manufacturing parts 
for the parent company. 

COMMISSIONER PERRY: Is there much of a manufact- 
uring industry as such in the parts business apart from 
the automobile companies in this country? 

MR. WHELLANS: Very definitely so. The 
people whom we represent in a recent survey, that is 
in 1963, their sales for a twelve-month period amounted 
to approximately $300 million. 

COMMISSIONER PERRY: Yes. Iwas impressed with 
the size of the figure all right. I was just wondering 
how much of this represented the wholesalers and how 
much the manufacturers. 

MR. WHELLANS: The wholesaling figure is 
larger in that wholesalers, of course, buy from other 


sources. They import some of their products. And accord- 
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ing to the Dominion Bureau of Statistics their sales 
in 1962 were approximately $445 million. That is all 
Wholesalers. The wholesalers whom we represent, their 
sales are approximately $360 million, 

COMMISSIONER! PERRY: What would be the general 
proportion of sales in Canada as between goods manufact- 
ured in Canada and imported goods, imported parts and 
accessories? 

MR, WHELLANS: Unfortunately, this is a 
figure that is not readily available. We have been 
working with the Bureau of Statistics and the Department 
of Industry to develop a figure of this nature. As 
yet no one has been able to come up with an accurate 
figure for the after-market. Imports of automobile 
parts into Canada sae the last twelve months, for 
all types of trade, have amounted to approximately 
$500 million. 

COMMISSIONERY PERRY: Perhaps there is another way 
of getting at my question, and that is to ask you 
whether you think of yourself as primarily auvureedurers 
or distributors, when thinking of your tax problems, 
for example. This is without prejudice to the part of 
your industry that you put second. 

MR. WOTHERSPOON: This is one of the problem 
that Mr. Whellans has, I thought I might answer. Some- 
times he is put on a tightrope. 

COMMISSIONGRAPERRY: Yes, I can imagine. 

MR. WOTHERSPOON: The association is set 
up in such a manner that there is equal representation 


on their board of directors and the president alter- 
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nates between a manufacturer and a wholesaler each 
year, They try to keep this even balance and bring 
the two sides together and thrash out the problems 
to a mutual understanding. In the middle is Mr. 
Whellans, as I say. 

COMMISSIONER WALLS: I have just one supple- 
mentary question bo what has been asked 

Does your membership include the manufact- 
urers of batteries and spark plugs? 

MR. WOTHERSPOON: Yes. 

COMMISSIONER PERRY: To go on to the first 
item raised in the brief, the taxation of co-operatives, 
you mention in your opening statement that the sales 
of petroleum and auto accessories through co-operatives 
have reached $70 million. These are sales mainly 
through the producer-type of co-operation, or the retail 
or consumer co-operative -- or just what? 

MR. WOTHERSPOON: As I understand it, 
they are mainly through the retail-consumer type of 
8 and, so far as this af ter-market is concerned, 
they are starting in that quite heavily in the mid 
west at the present time. 

I would not say that they are serious 
yet in this particular field, but in view of the ex- 
pansion in general of them and the fact that they are 
not in this field, and then the tendency to integrate, 
1t would appear that they are going to go more and 
more into it. This also brings in the fact that you 
then start running into what are called tide sales 


at service stations, which freezes out many of the 
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people who would otherwise be competitors, This is a 
big field which has just recently been investigated 

by the Combines Commission, There is a 500 page report 
on it, the gist of which is to say that the tide sales 
are bad for Canada. 

You might say the foot is in the door -- 
maybe two feet are in the door -- but the door is not 
wide open yet in our industry, although it is getting 
pretty hard pushed, 

COMMISSIONER PERRY: You refer as your 
main competitor here to the sales of parts through 
service stations serving the public at large. 

MR. WOTHERSPOON: That is right, and start- 
ing towards wholesale. 

COMMISSIONER PERRY: It would probably 
be true that the bulk 
of the $70 million would be sales of petroleum and 
petroleum products, would it not? 

MR. WOTHERSPOON: Yes, that is my own feel- 
ing, although I have not been able to find a breakdown 
of the figures. They are classed together for statistic 
al purposes. 

COMMISSIONER PERRY: As you quite properly 
say in your brief, we have probably heard more on this 
subject than anything else. We have had every possible 
statistic produced to us, each proving conclusively 
the argument they have advanced. 

Unless you have anything further to offer 
on this subject, we will pass on to the sales tax 


part. 
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MR. WOTHERSPOON: Yes, sir, 

COMMISSIONER WALLS: In the beginning of the 
sales tax matter you quote a section of Schedule III. 

I wondered what particular purpose you had in only quot- 
ing an excerpt from it. In other words you state: 

"Traction engines for farm purposes 

and accessories therefor", 
when in effect the section not only deals with farm 
traction engines but also with logging traction engines. 

Was there any reason why you left out the 
logging traction engines in dealing with this? 

MR. WOTHERSPOON: Yes, sir, there was a 
reason. The budget and the amendment to the Excise 
Tax Act that were passed in June repealed the logging 
section, 

COMMISSIONER WALLS: Did they? 

MR. WOTHERSPOON: Yes. 

COMMISSIONER WALLS: Thank you. 

It seems to me that what you are really 
asking for here is that, based on your figure of some- 
thing over $39 million in farm equipment repair parts, 
50 per cent of this you estimate will be auto supply 
parts. I suppose it would be also fair then to assume 
that 50 per cent of the auto repair parts that are used 
on the farm equipment would be sold by farm machinery 
dealers. I think that is just as fair perhaps as 
the assumptionsthat you have already used. 

It would appear to me that you are now on 
the basis of wanting to take away a concession to one 


segment of our economy, a tax exemption amounting to 


SES dole elesb ine son nokebse edd foeTIe at nude 
sRORtQae woltcatt gatggol neu outa sod Satans soldat 
eds Joo Isl woe YW eee WES “ered exll 
ate gableeb at sentyae aottoer?: gase 

2 abv ovedt .ate \ss¥ sWOSRRENTOW WAN... 

| | A@atined oat oF dtrombaome ente hams Jeghud ofT - .nousen 
Satguel sar Solseqes owl at began nen dart 304 N 


notti nea 
Tyed? bid ane Areas 

„S ore AM 
e Ae eee eee — 

Lei st4 aa Gadd ed d Anden 81 f 
eee “Io eee ee ao Domad eee et eee ee guises 
eee eee Inomgtups me? nt TIE ect teva Sete a 
vlagque otve of e otamtiae box at to e oF 


— —— — eels 


A OF νν afst On ed bivow sf seeqque T 2134 K 


1 


ie 
E 


boat ots fa d “tages On ond 10 nee 0d da sade 
ren ee yd bios sd bivow Jnemqtups.ete? add co 
oS eqrtieq NAI an ant u sects Aa, I lee 
ben ydsrtie svan MOY Jad anold qauaas to 

MO WOH 216 WOT sane am of “aeqgs Dizow 1 
ee 03 molaBedtos @ yaue oie) of gattnew to ahead edt 
ee h ann Mea meee 


5739 
ANGUS, STONEHOUSE A CO. LTD. 
TORONTO, ONTARIO 


$4 356,000.00 based on your $39 million sales, only to 
escape the trouble of having to apply for rebate on 
total sales effected by your industry to an amount over 
$9 million. 

In other words, the tax that is going to 
be taken away is 50 per cent of the total sales that 
would be effected by your industry on which you could 
get rebate by the process of making application for it. 
Am I right in that? 

MR. WOTHERSP OON ; Yes, I follow your point, 

Our problem is not this matter of the exact 
dollars. It is not a matter of there being one set of 
dollars on one side of the scale and the other om the 
other side. There are extra problems that come from 
this, and in the brief I refer to the fact that an 
automotive wholesaler has a customer, but when he comes 
in to buy a battery for his tractor, he either gets 
that battery less sales tax or he will not buy it, 
of course -- or) he has to fill out a certificate. 

Human nature being what it is, these farmer 
customers of the automobile wholesalers dislike going 
through this procedure and being questioned as to what 
they are going to do with it. So the next time they 
start buying their automotive parts they are no longer 
at the automotive wholesaler, They have gone across 
the street where they can buy the same article with 
no questions asked at all. You lose a whole customer 
over these problems. It is not just a question of the 
dollar tax on the article in question. It is what 


happens as a result of human nature that causes a great 
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deal of the problem, 

COMMISSIONER WALLS: But is it not a fact 
that in the provinces that have a provincial sales tax 
the same tactic is carried out? The farmer writes 
an affidavit that he is a bone fide farmer and the prod- 
uct is going to be used for farming. This is carried 
out every day and apparently without any great amount 
of trouble, 

MR. WOTHERSPOON: Yes, except, as I under- 
Stand it, the farm implement also has the same thing. 
The result of this is that the farm implement dealer 
has to be in a different position from the wholesaler 
in the industrial market. 

COMMISSIONER WALLS: Would the answer not 
be for the dealer to require an affidavit for the 
federal tax the same as he has to for the provincial 
tax? Then he would not be doing an industry out of 
An $5 million worth of exemptions that they have 
at the present time. 

MR, WOTHERSPOON: That is quite true. That 
would be the fair way. I am not in a position to quote 
the problems that the Department have, but I have had 
many discussions with officials down there and I suggested 
even the shortest inquiry from the Department. You 
will find it is absolutely impossible for them to do 
this from an administrative point of view. They ‘just 
do not have the staff. 

I have no method of estimating the cost 
even of carrying on the existing procedure, but I do 


know the feeling of the Department is that it is very 
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high. This is why I suggest that you can't just put 
the tax savings on one and the tax implementation on 
the other and say that this brings up the answer to 
this particular problem, It is all the offshoots 
that make this a much greater problem than the number 
of dollars involved. 

My reason for these examples was that I 
wanted to see whether this was something that would be 
serious to the farmer, 

COMMISSIONER WALLS: About the only thing 
where there really could be a duplication of use, I 
would think, would be on the batteries and spark plugs. 
Would it not be unfair because of these two products 
to then make taxable all the farm implement Harts, 
because in their figure of $39 million you must 8 


are all the pieces for.plows and drills and other 


implements == repair parts. 
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MR. WOTHERSPOON: We are only suggesting 
automotive parts. We are not dealing with the others, 

COMMISSIONER WALLS: Your figures of dealing | 
with $39 million are out of all relationship because 
the way you have? In here is that you would remove it 

parts and 
from allAccessories, Am I not correct in that? Have 
I misunderstood you? 

MR. WOTHERSPOON: Perhaps my example was 
not well put. We are only dealing with traction engines 
There are other suggestions that look after the motor 
and the plows. We are not dealing with those in any 
way at 311. 

The figures available from the Dominion 
Bureau of Statistics -- certain things are grouped 
together to try to show what the maximum amount is that 
it might cost a farmer. I do not think it is going to 
cost him $5.51 a year, I think it is going to be some- 
thing much less than that. I did not have figures to 
suggest this in the brief. 

COMMISSIONER WALLS: So thirty-nine million 
odd was the estimate based on Dominion Bureau of Stat- 
istic figures of the entire repair parts industry, 
and 50 per cent of that you estimate to be the automobil 
repair parts. 

MR, WOTHERSPOON: I should not split the 
thirty-nine up. 

COMMISSIONER WALLS: That is right. 

MR. WOTHERSPOON: I pointed out that this 
represented sales and repair parts generally which in- 


cludes a large proportion of non-automotive parts I 
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have to break down. 

COMMISSIONER WALLS; Some other parts of 
your brief estimate that at 50 per cent. 

COMMISSIONER PERRY: At the top of page 6. 

The next question appears to be answered 
as to what the $5.51 represents. I see it says: 

"Assumed that one-half of the total 

cost of these repair parts represented 
automotive parts." 

In other words, the $5.51 is based on the 
assumption that one-half of thirty-nine million is 
from automobile parts. 

MR. WOTHERSPOON: This one-half came from a 
pretty broad assumption. There would be some relation 
in the sale of parts according to what was the sale 
of new vehicles. 

COMMISSIONER PERRY: You can call that 
custom. 

MR. WOTHERSPOON: They are the only figures 
I could find that would give any idea of what this 
really would amount to. What would you take away from 
the farmer. You realize if it is a substantial amount 
from the farmer, it is not practical to take it away. 
We submit it is a small item. 

May I refer back to your comment that it 
would be batteries and spark plugs in the main, sir. 

COMMISSIONER WALLS: Yes. 

MR. WOTHERSPOON: As I mentioned in my 
oral remarks there is also the industrial tractor which 


is the identical vehicle. Every single piece of that 
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is interchangable. You have that problem as well as 

the one in the field of the after-market and the auto- 
motive wholesaler. So far as they are concerned, there 
are many other parts that are interchangeable, partic- 
ularly for example -- I am not too knowledgable on it -- 
a Massey-Ferguson tractor may have an interchangeable 
engine with something else depending on who made 

it, who actually made the engine. 

At one time there was a Chrysler engine in- 
stalled in certain of these tractors. Insofar as it 
is a Chrysler engine you have a great many parts which 
are interchangeable with a truck engine. 

COMMISSIONER WALLS: This applies throughout 
the entire Excise Tax Act. It depends on the use 

list of 
All through the /exemption there are exemptions for 
use, The problem you are facing is a problem faced on 
all products. 

I am not saying it should not be corrected, 
I am pointing it out. For instance irrigation equipment 
is exempt for farmers but not if used for carrying 
water.on a golf course, 

There are many cases vwiore specific use is mentioned in 
the Excise Tax Regulations. 

MR. WOTHERSPOON: I agree with this and 
again I come back to the question of the difference 
between the exemption of a whole article and the exempt 
of its parts in the after-market. This is not up to 
me to make any representation on, but I would suggest 


if the Department of National Revenue were making a 
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representation to you they would ask you to strike out 
parts in every exemption as being an extremely costly 
item for collection out of all proportion to advantage 
given. 

We are only interested in this one particula 
field and we felt it would be beyond us to make a 
Suggestion. We are not suggesting that the whole 
tractor be removed from the exemption, It is only the 
matter of the parts for the after-market. 

COMMISSIONER PERRY: This is a slightly 
different aspect of this. Is there any difficulty 
in distinguishing between implement dealers and automobile 
parts dealers, What is the rule that is followed 
here, I wonder? 

MR, WOTHERSPOON: As far as I can make out, 
it is not really a rule. It is a feeling that the 
Department gets. I do not think they have a ruling. 

The percentages vary from one to the other. They sit 
down and negotiate a percentage. 

COMMISSIONER PERRY: You could have an aut- 
omobile dealer selling farm implements. 

MR. WOTHERSPOON: I believe these rulings 
are not available unless you are in the stage of 80 per 
cent of your business being on farm implements. I do 
not think there is any fixed portion. 

MR. WHELLANS: I think a further explanation 
would be an implement dealer represents an implement 
manufacturer, There is a direct. connection here, The 
automotive parts distributor, which we represent, is 


an independent firm and buys its supplies from many 
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sources. 

COMMISSIONER PERRY: Do I take it generally, 
then, that if you are in the 80 per cent neighbourhood 
that the deal for all people in that range is the 20 
per cent, that only 20 per cent of sales are taxable 
or is this variable? 

MR, WOTHERSPOON: A 20 per cent is variable, 
I am not sure within what range. I think it ranges 
from the type 16, 17 up to 22, 23. 20 is, I believe, 
about an average. 

The mechanics of this is this, because of 
other manufacturer's level, not dealers manufacturer -- 
it is the manufacturer who collects the taxes. 

-COMMISSIONER PERRY: The manufacturer 
has a different ratio within this range for each one 
of his distributors or purchasers, 

MR. WOTHERSPOON: That is quite possible. 

COMMISSIONER WALLS: I think that your figur 
of $5. 51 is really a little low on several factors 
But, one of the main ones ich, 8 took the figure 
of {480 thousand farmers in 1961. If you study the 
complete statistics you would find that 
120,000 of these are listed as non-commercial farmers, 
that is, sidiop Layer naan plots of Sonde whose 
earnings were less than $1,200.00 a year. 

For the most part, these people are not user 
of power machinery. So, the actual farmer who would 
use it would naturally be limited to that much less 
and result in a higher average per capita. loss. 


MR. WOTHERSPOON: I do not suggest fora 
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moment that my $5.51 is an accurate figure. All it is 
was just the range. 

COMMISSIONER PERRY: I think we accept your 
figure in the spirit in which it was offered. 

COMMISSIONER GRANT: The suggested change, 
Mr. Wotherspoon, to correct this inequity which you 
point out, & believe is contained in paragraph 18 in 
which you suggest that the words "and complete parts 
of all the foregoing" be deleted. 

MR. WOTHERSPOON: Les. 

COMMISSIONER GRANT: May we analyse that 
change for a moment. That would then read "traction 
engines for farm purposes and accessories therefor and 
materials to be used exclusively in the manufacture 
thereof." 

How would you distinguish between accessorie 
and complete parts. 

MR, WOTHERSPOON: This of course often comes 
down, I submit, to the method of it. It is actually 
operated in the Department. You have a long pattern 
that develops over the years as the interpretation, 
never submitted to court at all. The actual article 
itself being classed as an accessory such as a rear 
view mirror. That technically, in the trade, is still 
called an accessory but it is actually part of the 
machine from the point of view of the purchaser. This 
is the spirit of which I understand the Department in- 
terprets the word "accessories". 

COMMISSIONER GRANT: There would be very 
many accessories to a tractor. 


MR. WOTHERSPOON: Not very many. You buy 
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à complete unit. You do not buy it without a number 
of items on it, and pay tax on the parts. You buy it 
the way you want to use it, fully equipped for use, 
and there is no tax on that when you buy it in the 
after-market. The Department has always interpreted 
“complete parts therefor" is what is applicable to this, 
| COMMISSIONER GRANT: In your submission, 
that when 

it would mean farmer would have to buy a part for his 
tractor and he would pay a tax on it. 

MR. WOTHERSPOON: Yes. After he has bought 
a tractor something breaks down and he needs a new 
battery, then a tax would be on that article, 

COMMISSIONER WALLS: I would think our prob- 
lem here is asking gowérhmenz to change it to the 
way you want it, not as it is in the tariff schedule. 

It also says, imports of tractors and parts 
are tariff free. 

Am I not correct in that? 

MR. WOTHERSPOON: I believe 80. 

COMMISSIONER WALLS: If you change you have 
a situation of where you would be collecting a sales 
tax at a point of entry bub not a tariff, and I think 
it has been customary all through the Excise Tax Act 
that where a tariff free product comes into the 
country, in most cases they are listed then as sales 
tax free. 

MR, WOTHERSPOON: Perhaps I should have 
gone into this with a finer knife. This depends upon 
our third item as to what is done in connection with 


taxation of imports. 
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COMMISSIONER WALLS: We will come to that, 

MR. WOTHERSPOON: I had felt that probably 
the answer on that one is, if that was Accepted 1t would 
cure the point you are raising. 

COMMISSIONER WALLS: I agree. You mean if 


2 


the sales tax was movéd forward to closer to the retail 
1255 MR, WOTHERSPOON: Les. 
COMMISSIONER PERRY: Let us move forward 
then, 
We are very much impressed with the serious- 
ness of this problem, the sales tax. We have had many 
witnesses speak about it, and had several proposals 
made, I think the purpose if quite clear. There may 
be some of this section that needs further discussion 
as to the nature of the problem itself. 
COMMISSIONER WALLS: I notice you mention, 
for instance, that one of the costs that the importer 
is not faced with in assessing a sales tax in comparison 
with the Canadian manufacturer is one of advertising. 
Again the only parts productmrtc, that I have ever 
seen advertised, that seein nae membership would 
be batteries, spark plugs amd brake linings. 
Really, your industry does not lend itself 
to a high percentage of advertising costs, does it? 
MR. WOTHERSPOON: It depends on the particular 
article and also most of the advertising by our 
Canadian parts manufacturers and this is the after- 
market parts is done on a trade level. The ordinary person 
does not see it. It is not something that is necessaril 


advertised over a television, for example. 
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MR. WHELLANS: I would like to answer 
that question. I do not think we could list in five 
or ten minutes the number of parts that are advertisied 
by our people. I can assure you their advertising 
budgets are very expensive. The advertising is in what 
we call trade publications and not in consumer public- 
ations. 

COMMISSIONER WALLS: Would not that same 
advertising be equally necessary in the original country 
of origin fof the products? 

Many of your parts are coming from the 
United States. Don't they spend an equal amount on 
advertising to your member bodies or to the dealers? 

MR. WOTHERSPOON: Perhaps I left a wrong 
impression when I referred to advertising. I was re- 
ferring to that as one of the examples, and I was 
taking a situation of a manufacturer of private brand 
articles for other people. For example, tires for 
Eatons. They come in as Etonia. Nobody knows who makes 
them. That is the type of manufacture I was referring 
to. 

This is where a considerable portion of 
competition can come from, The Canadian importer goes 
down to the States, he finds somebody who makes air 
filters for half a dozen companies. Nobody hears of 
that manufacturer. He just makes them for other people 
applying their trade mark to it. His cost factor 
does not include any advertising in that situation 


at all. 


The Canadian man, the importer, then of 
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SUBMISSION OF 
THE CANADIAN PEACE CONGRESS 
Appearance: MR. HANS BLUMEN FELD 

COMMISSIONER PERRY: Thank you, Mr. Secret 
ary. 

Good morning, Mr. Blumenfeld. 

MR. BLUMENFELD: Good morning. 

COMMISSIONER PERRY: We have had the brief 
before us for some time and studied it. We would app- 
reciate any further comments you wish to make on it. 

I think I should point out & the outset 
that the greater part of it deals with what is subst- 
antially an aspect of expenditure rather than taxation 
and, while any expenditure does have tax implications, 
we so far have restricted our discussions to tax ques- 
tions as such. In that light I would suggest that a 
large part of the brief does not really fall within your 
terms of reference. 

However, with that preliminary caution, I 
would invite you to make any further remarks you wish, 
if you want to. 

MR. BLUMENFELD: Thank you, Mr. Chairman, 

The brief, as you know, makes two points. 
Firstly, we feel that the Canadian Peace Congress is 
entitled to tax exemption for contributions. The Can- 
adian Peace Congress is a charitable organization and 
relies entirely on voluntary contributions from Canadian 

As to the second point, we are also aware 
that this falls somewhat beyond your normal terms of 


reference. 
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Then you apply thesales tax and you broaden 
this gap. This is what we object to. It is the subsidy 
that comes as a result of being on what is supposed 
to be neutral tax. 

COMMISSIONER WALLS: Presuming that the 
disadvantage is to the manufacturer -- and we have had 
quite a few objections in this regard placed before 
us — you have already agreed this would all be solved, 
or course, If the sales tax was moved forward to the 


retail level? 


MR. WOTHERSPOON: Yes. 

COMMISSIONER WALLS: Would it all be solved 
if it were moved forward also to the wholesale level -- 
that is, om the billing to the people who are immediatel 
before the consumer? 

MR. WOTHERSPOON: Yes, this would be on the 
wholesaler, and presumably a "notional" wholesaler 
when it was the retailer who bought. Yes, I think it 
would be answered there. 

It is just that I believe it needs quite 
a study by the economists and departmental officials 
as to the effect as to whether you run into insurmount- 
able administrative problems in doing it. But I do 
believe this would answer it. 

COMMISSIONER PERRY: I was encouraged to 
see that you did concede there were some administrative 
problems involved even in your proposal. I think they 
would be quite substantial. 

I can assure you too that our fairly large 


staff is making studies of all aspects of modern tax- 
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ation, 

That seems to complete the points that you 
have raised in your brief. Is there anything further 
you would like to submit, Mr. Wotherspoon? 

MR. WOTHERSPOON: We have nothing else, 
except to thank you very much for your patience and 
interest. 

COMMISSIONER PERRY: Thank you for coming, 
We have learned something further from your presentation 
Thank you. 

We will now adjourn for ten minutes until 


the next brief. 


---Short Recess. 


COMMISSIONER PERRY: We will proceed, 
Mr. Secretary. 

THE SECRETARY: Mr. Chairman, the second 
brief this morning is being presented by the Canadian 
Peace Congress. Dr. James G. Endicott, the Chairman, 
was to have been here this morning, but he is in Europe 
and Mr, Hans Blumenfeld, a member of the national exec- 
utive of the Congress, is here in his stead to speak 
to the brief. 

I would like to enter this brief into the 


record as Exhibit 270. 


---EXHIBIT NO, 270: Brief submitted by the 
Canadian Peace Congress 
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SUBMISSION OF 
THE CANADIAN PEACE CONGRESS 
Appearance: MR. HANS BLUMENFELD 

COMMISSIONER PERRY: Thank you, Mr. Secret- 
ary. 

Good morning, Mr. Blumenfeld, 

MR. BLUMENFELD: Good morning. 

COMMISSIONER PERRY: We have had the brief 
before us for some time and studied it. We would app- 
reciate any further comments you wish to make on it. 

I think I should point out & the outset 
that the greater part of it deals with what is subst- 
antially an aspect of expenditure rather than taxation 
and, while any expenditure does have tax implications, 
we so far have restricted our discussions to tax ques- 
tions as such, In that light I would suggest that a 
large part of the brief does not really fall within your 
terms of reference. 

However, with that preliminary caution, I 
would invite you to make any further remarks you wish, 
if you want to. 

MR. BLUMENFELD: Thank you, Mr. Chairman, 

The brief, as you know, makes two points. 
Firstly, we feel that the Canadian Peace Congress is 
entitled to tax exemption for contributions, The Can- 
adian Peace Congress is a charitable organization and 
relies entirely on voluntary contributions from Canadians. 

As to the second point, we are also aware 
that this falls somewhat beyond your normal terms of 


reference. 
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The point we want to make is that in our 
opinion the problem of taxation is not solvabled as long 
as almost 5 per cent of our gross national product 
goes for the unproductive purpose of defence prepar- 
ations. 

Any taxation will ease up developmentcand 

technical 
Slow down/progress, which will lead to a lowering of 
the level of living, which in turn, under our conditions 
means that we will lose even more than at present 
highly trained and qualified people who are attracted 
by the higher level of living south of the border. 

As a result of this any taxation which 
tries to cover this 5 per cent deficit inevitably will 
reduce our total national product proportionately and 
that will make the further levying of taxes even more 
difficult. We inevitably are engaged in a vicious 
circle as long as we have to carry this excessive 
burden of devoting almost 5 per cent of our national 
income to unproductive purposes, which does not increas 
our productivity. Consequently it does not increase 
our ability to pay tax. 

It is from this point of view that we 
feel that our presentation is relevant to the subject 
of your Commission. 

COMMISSIONER PERRY: I think we would have 
to agree without argument that it is government expend- 
iture which gives rise to government taxation and 
4f one could abolish the expenditure or part of it, 
one could abolish all or part of taxation. 


However, we have not felt it was in our 
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sphere, nor have we been directed to examine the quality 
and quantity of government expenditure. Therefore I 
think we must limit ourselves to the point of taxation 
which you do raise here, which is the status of the 
Canadian Peace Congress for purposes of charitable don- 
ations. 

Could you tell us a little bit more about 
the organization and constitution of the Congress as 
such? 

MR. BLUMENFELD: As the Congress is not 
a membership organization, it nae an executive board 
and it has local organizations. It is supported by 
a number of individuals and organizations who more or 
less regularly contribute to its existence. 

Its work consists primarily of education 
for peace and putting before the Canadian people peacefu 
alternatives to the present course of reliance on 
war deterrents. 

COMMISSIONER WALLS: Are you tied up with 
similar organizations in other countries? 

MR. BLUMENFELD: We are part of the World 
Congress -- affiliated with the World Congress for 


Peace, yes. 


COMMISSIONER PERRY: Where is the head office? 
MR. BLUMENFELD: Vienna. 
COMMISSIONER GRANT: Does your organization 
exist in the United States? 
MR, BLUMENFELD: I am not sure if it exists 
in the United States individually. It exists in Great 


Britain and France, West Germany and Scandanavian countries. 
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I am not quite sure whether there is an organization 
in the States. 

COMMISSIONER PERRY: Are there individual 
members of the Congress itself, or is it simply an 
association of other organizations? 

MR. BLUMENFELD: No. There are individual 
members of local organizations, but Toronto is the 
station for peace of which I am a member, There are 
others in. Montreal, Winnipeg and most major Canadian 
cities, | 

COMMISSIONER BEAUVAIS: I would like to 
know the nature of your work. 

MR, BLUMENFELD: I beg your pardon, 

COMMISSIONER BEAUVAIS: You have some funds 
arising from contributions and you apply those funds 
towards what kind of work? 

MR. BLUMENFELD: For publications, for 
hiring halls, for meetings and lectures and for trav- 
elling expenses, 4 1517 for the President from Germany; 
also for printing. 

COMMISSIONER GRANT: Have you any of your 
publications with you? 

MR, BLUMENFELD: No I do not have them with 
me, but I would be glad to submit any of them. 

COMMISSIONER GRANT: Would you? 

COMMISSIONER MILNE: Possibly I might ask 
you this question, Mr. Blumenfeld. You have mentioned 
in the brief -- at least, Dr. Endicott has -- and you 
have also mentioned itthis morning in your summary, 


that yur Canadian Congress has its support not through 
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memberships but from individuals and groups who make 
voluntary contributions. 

MR. BLUMENFELD: That is right. 

COMMISSIONER MILNE: I would not expect that 
you would be able to tell us an exact amount, but since 
you do raise the point that you would like to be con- 
sidered a charitable organization, I was wondering to 


what extent this sum would mean. What would be a reason 


able amount to assume that you receive as voluntary 
contributions in a year from individuals and groups? 

MR. BLUMENFELD: I should have the budget. 
I would say this probably would range over about $10,000/00 
which includes contributions to the local organizations. 
There are a lot of organizations in Montreal and so on. 
Yes. 

COMMISSIONER PERRY: I suppose the most ob- 
vious question to ask next is whether you have applied 
to be recognized as a charitable organization? 

MR. BLUMENFELD: Yes, on several occasions 
there have been applications made and they have been 
refused, 

COMMISSIONER WALLS: What reason was given 
for the refusal? There are about five questions that 
are asked on the T-511 Form that have a bearing on 
whether you are granted the status of being considered 
a charitable organization, Did they advise you on 
what basis you have been rejected? 

MR, BLUMENFELD: I am not informed about 
that, I am sorry. Simply the point was that it was not 


a charitable organization, but I am not completely 1n- 
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formed on this aspect. 

COMMISSIONER PERRY: Mr. Blumenfeld, I think 
we understand your problem, your difficulty. As you 
know, this is an organization dealing with general 
issues of taxation and certainly it is not within our 
competence to recommend that the Canadian Peace Con- 
gress have eligibility.@ But this does fall into one 
of the general questions we are examining and we can 
assure you your presentation will be considered in the 
light of this generalization. 

We have no further questions here, Is 
there any further comment you would like to make? 

M. BLUMENFELD: NO. Thank you, Mr. 
Chairman, for your attention. 

I might bring out that while I am completely 
aware that dealing with expenditure is not within your 
terms of reference, it might not conceivably be entirely 
without your terms of reference to say that you are 
faced with an insoluble Ail @mma as long as this burden 
of expenditure exists for unproductive purposes. 

Thank you very much, 


COMMISSIONER PERRY: Thank you. 


THE SECRETARY: I have two briefs I would 
like to enter into the record, Mr. Chairman, The first 
is a brief being presented by Professor E. C. Harris 
and three graduate students of the law school of Dalhoustie 
University. 
The three law students are Mr. R. F. 


Lindsay, Mr. J. M. MacGowan and Mr. TP. V. Sommerville. 
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This brief is being entered as Exhibit 271. 
~--EXHIBIT NO, 271: Brief submitted on behalf of the 
law school of Dalhousie University 
The next exhibit is from Mr. James Thachuk 
of Barrhead, Alberta, which was received on October 


7th, This is being entered into the record as Exhibit 


---EXHTBIT NO, 272: Brief submitted by Mr. James 
Thachuk of Barrhead, Alberta. 


That is all this morning, Mr. Chairman. 
COMMISSIONER PERRY: We will rise until 
9:30 on Monday morning. 
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